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2003 OPERATING AND FINANCIAL HIGHLIGHTS 


2003 
Total gold production (02z.) 250,315 
Operating cash costs per ounce $262 
Total cash costs per ounce $279 
Average realized price per ounce $354 
Gold revenues (000s) $86,817 
Operating earnings (loss) (000s) ($2,925) 
Cash flow from operations (000s) $8,128 
Net loss (000s) $30,576 
Loss per common share $0.09 
Cash (000s) $30,773 


All dollar figures in this 
report are expressed in 
United States dollars 
except where otherwise 
noted. 


e Subsequent to the 
year end, raised $70 
million through an 
offering of senior 
unsecured convert- 
e Raised Cdn$74 ible notes. 
million through 
equity financings and 
reduced project debt 
by $19.2 million. 


CASH P@SITION 


» Have two debt-free 
producing mines by 
year end, Julietta and 
Refugio, and continue 


to reduce the Petrex 
Mines’ debt. 


2002 


Aen! 
$121 
$159 
$308 

$36,286 

$9,093 
$10,329 
937257 
$0.02 
$16,658 


2005 
¢ Achievements 


e Made decision to 
fast track mine 
development on 
Kupol deposit in 
Russia, based on 


¢ Participated in a outstanding results 
review of the year- from exploration 
2000 feasibility study Program. 


on the Cerro Casale 
deposit in Chile, in 
light of improving 
metal prices. 


~~ KUPOL PROJECT 
e Earned a 70% 


interest in the 
Monument Bay proj- 
ect in Canada, and 
increased the 
inferred resource. 


CERRO CASALE 


> Delineate further 
resources and upgrade 
resources to reserves; 
complete preliminary 
economic assessment; 
begin work on final 
feasibility study; and 
start site development. 


MONUMENT BAY 


> Evaluate opportun- 
ities to optimize techni- 
cal aspects of the proj- 
ect while financing 
avenues are explored. 


> Continue to pursue 
appropriate opportunt- 
ties for growth through 
exploration and acqut- 
sitions. 


e Increased produc- 


tion and lowered 
cash costs at the 


e Acquired the Julietta mine in 
Petrex mines in Russia. 
South Africa and 


completed a mill 

expansion on sched- 
\nnounced plans ule and on budget. 
resume produc- 
n at the Refugio 


ne in Chile late in 


PETREX MINES 


% 


REFUGIO MINE es and investigate the 


> Ramp up open pit of the property. 
mining, focus on reduc- 
ing costs in light of the 
strength of the rand 
against the US dollar, 
and conduct explo- 
ration and reserve 


delineation drilling. 


Complete construc- 
1 and resume pro- 
tion on schedule 


1 on budget. 
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JULIETTA MINE 


e Increased gold pro- 
duction by 113% to 
over 250,000 ounces. 


PRODUCTION 


> Continue working 
towards the long-term 
objective of one million 
ounces of annual pro- 
duction from existing 
assets by 2008. 


> Continue to increase 


gold production. 


> Continue converting 
resources to reserves 


under-explored areas 


2004 


> Objectives 


Bema Gold Corporation is a Canadian gold explo- 
ration and mining company, with producing mines in 
Russia and South Africa, and developing projects in 
Chile and Russia. 


The Company’s objective is to increase annual gold 
production to one million ounces from existing assets 
by 2008. Production in 2003 was in excess of 250,000 
ounces, double that of 2002. 


Bema’s shares are widely held and trade on the 
Toronto and American stock exchanges under the 
symbol BGO, and on the Alternative Investment 
Market (AIM) of the London Stock Exchange under 
the symbol BAU. At December 31, 2003, there were 
approximately 355.7 million shares issued. 


Projected production 
growth from 
existing 


¢ Petrex Mines acquired 
February 14 


e Julietta increases productic 


JULIETTA Mi 


e Julietta’s first full year of 
production 


JULIETTA MINE 


200,000 02. 


: Gold Reserves and Reso 


urces 
117,319 02. = 
JULIETTA MINE 
Fs + 
JULIETTA MINE PETREX MINES 


2002 2003 


UWTd 


¢ Subject to positive feasibili- 


ty study and financing, 
Kupol's first full year of 
production 


e First full year of production 


at Refugio 
efugio to resume produc- ¢ Exploration to continue at a 
on in fourth quarter all three operations , 


ost cutting initiatives at 
etrex 


REFUZIO MINE y 


y jh V4 JULIETTA MINE 
4- 


rilling underway to 
crease reserves at Julietta 
nd Petrex 


lien PETREX MINES 
400,000 0 REFUGIO MINE 
+ 
Y KUPOL 


JULIETTA MINE 
+ 
PETREX MINES 

JULIETTA MINE + 


“ REFUGIO MINE 
PETREX MINES 


2004 2003 2008 


nroiected projected projected 


-+1,000,000 02, 


¢ Given a project develop- 
ment decision, Cerro Casale 
could contribute over 
230,000 ounces of gold to 

Bema's annual production 


CERRO CASALE PROJECT 


+1,200,000 02. 
a 


JULIETTA MINE 
+ 
PETREX MINES 
+ 
REFUGIO MINE 
+ 
KUPOL 
+ 
CERRO CASALE 


2005 : 


projected 


LETTER TO SHAREHOLDERS 


For Bema Gold Corporation, 2003 was a very posi- 
tive and productive year. Not only did the Company 
join the ranks of intermediate gold producers, the 
year also included several very important develop- 
ments that have positioned the Company for dra- 
matic growth as a gold producer. As a result, we now 
have the potential to increase annual production 
from our existing assets of 250,000 ounces in 2003 to 


one million ounces of gold by 2008. 


Highlights 

There were numerous highlights during 2003. We 
completed the acquisition of the Petrex Mines in 
South Africa, and completed a ramp up of its mill 
facilities. With higher gold prices and a successful 
drilling program that increased reserves the decision 
was made to put the Refugio Mine back into produc- 
tion by late 2004. Due to the higher gold and copper 
prices, joint venture partner Placer Dome Inc. initiat- 
ed an update of the Cerro Casale feasibility study 
and commenced discussions with potential lenders 
regarding project financing. Finally, in 2003 we con- 
ducted a major exploration program on the Kupol 
property in Russia, which resulted in the discovery of 
a large high grade gold and silver epithermal vein 
system that we believe will become a major asset for 
the Company as a large low cost gold and silver 


mine. 


Operations 

With the completion of the acquisition of the Petrex 
Mines in South Africa in February 2003 we more 
than doubled our projected annual gold production 
by issuing 20% more of the Company’s shares. In 
August 2003, the Company successfully completed a 
mill expansion to bring the mill capacity from 
140,000 tonnes per month to 185,000 tonnes per 
month. At this throughput level, Petrex is projected 
to produce approximately 200,000 ounces of gold per 
year with a ten year mine life. 


A disappointment in 2003 was the high operating 


2003 was a very positive and productive year. 


costs at the Petrex mines. In 2003, Petrex produced 
132,000 ounces of gold with operating costs of $397 
per ounce. Operating costs were negatively affected 
by the strength of the South African rand against the 
US dollar. Primarily due to this, total cash costs were 
$100 higher than budgeted, although a delay in the 
scheduled ramp-up of ore production from the open 
pit operations was also a contributing factor. Bema 
exercised South African rand denominated gold put 
options in 2003, which if applied to total cash costs 
would result in a reduction of $37 per ounce to $360. 


In the first quarter of 2004, the strong rand and lower 
than projected grades from the open pit mining 
caused operating costs to remain unacceptably high. 
The objective going forward at Petrex is to attempt 
to reduce operating costs by improving underground 
mining practices and increasing open pit production. 
An aggressive drilling program is underway to delin- 


eate and explore for open pit reserves. 


We believe the under-explored Petrex property holds 
significant potential for adding to reserves and 


increasing the life of the mines. 


At our 79% owned Julietta mine in Far East Russia, 
we increased production by 8.5% to 118,145 ounces 
and decreased total cash costs by 7% to US$148 per 
ounce compared to 2002. Exploration was successful 
in upgrading resources to reserves. In 2004, we will 
continue to convert resources to reserves and further 
explore the existing veins and newly identified 
prospects. Production for 2004 is forecast to be 
102,000 ounces of gold, with total projected cash 
costs of $177 per ounce. The lower production and 
higher costs are due to the expected lower grades 
being mined. 


Financial 

The Company had $30.8 million in cash and cash 
equivalents at the end of 2003. The increase in cash 
was due primarily to an equity financing in the third 
quarter of 2003 for Cdn$69 million. During the year 


percentage change 


we reduced the Julietta project loan by $11.2 million 
to $18.3 million, and the Petrex project loan by $8 
million to $27 million. In February 2004, Bema com- 
pleted an offering of $70 million senior unsecured 
convertible notes that come due in February of 2011. 


We expect to fully repay the Julietta mine loan in 
2004 and will use part of the proceeds of the convert- 
ible note issue to fund the re-start of production at 
the Refugio mine. As a result, by the end of 2004, we 
expect the Julietta and Refugio mines to be debt free. 


Market Performance 

Our successes in 2003 were reflected in the stock 
market where Bema’s shares were again a top per- 
former. While nearly all gold producing companies 
have benefited from higher gold prices with 
increased revenues, higher market valuations and 
renewed interest from investors, Bema significantly 
outperformed the gold sector in terms of increased 
share price and market capitalization. This outperfor- 
mance is due to two factors: firstly, the higher metal 
prices have dramatically increased the current and 
potential value of Bema’s Chilean assets, the Refugio 
mine and the Cerro Casale deposit; and secondly, the 
discovery of the Kupol deposit in Far East Russia, 
which based on results to date, is destined to 
become a major asset for Bema as a large, low cost 


gold and silver mine. With our dramatic projected 


Bema Gold shares 


S&P/TSX Composite Index 


S&P/TSX Gold Index 


In 2003, Bema significantly outperformed the gold sector. 


production growth over the next few years, we 


expect to continue to outperform our sector. 


Growth 

Our future production growth will initially result 
from the recommencement of production at the 50% 
owned Refugio Mine in Chile, scheduled for late 
2004. Due to higher gold prices and a successful drill 
program that resulted in a significant increase in 
reserves, Bema and joint venture partner, Kinross 
Gold Corp., made the decision to invest $100 million 
to reopen Refugio as a larger, more efficient mine. 

In 2005, Bema’s share of annual production from 
Refugio will average approximately 125,000 ounces 
of gold per year at a total cash cost of $225 per ounce 


over a minimum 10 year mine life. 


Second in our production growth plan is the Kupol 
project in Far East Russia, where we made a major 
high grade gold and silver discovery in 2003. Based 


on the extraordinarily successful exploration results 


we believe the Kupol discovery will become a large 
high grade gold and silver producer. Therefore, we 
have decided to fast track further exploration and 
development of the Kupol Project. In 2004, we will 
complete a Preliminary Economic Assessment Report 
in May and expend approximately $25 million on 
exploration and feasibility work, to find the ultimate 
size of Kupol. We plan to complete a Final Feasibility 
Study by April 2005. In addition, we will spend 
another $20 million this year on development, which 
will include mill and mine site development, a camp 
expansion, air strip construction and equipment pro- 
curement. Assuming a positive production decision, 
our target schedule is to complete construction of the 
Kupol mine by late 2007. 


Third in our growth profile is the Cerro Casale 
deposit in Chile. Bema discovered Cerro Casale in 
1995, and now has a 24% interest in one of the 
largest undeveloped gold-copper deposits in the 
world. In 2003, prompted by higher metal prices, 
Placer Dome began an update of its 2000 feasibility 
study on Cerro Casale, and initiated discussions with 
potential lenders for financing the project to produc- 


tion. 


The updated feasibility study, completed in March 
2004, indicates that Cerro Casale remains a robust 
economic project, despite a 16% increase in project- 
ed capital costs and a marginal 4% increase in oper- 
ating costs. Based on the updated study, Cerro Casale 
is projected to produce an average of 975,000 ounces 
of gold and 130,000 tonnes of copper annually over 
an 18-year mine life. Assuming an average copper 
price of $0.95 per pound and a silver price of $5.50 
per ounce, cash costs, net of copper and silver cred- 
its, are projected to be approximately $111 per ounce 


of gold, and total cost of approximately $225 per 
ounce. 


Based on recent positive discussions with potential 


lenders, Placer Dome on behalf of Compania Minera 


Our focus will be to fast track Kupol to production. 


Casale, the Cerro Casale joint venture company, is 
pursuing financing for the development of the 
deposit. Placer is required to arrange up to $1.3 bil- 
lion of financing for the proposed mine and start 


mine construction to retain its 51% interest. 


Given the robust project economics and strong gold 
and copper prices, we remain confident that Cerro 
Casale will be financed and developed. Bema’s share 
of production would be approximately 234,000 
ounces of gold per year for 18 years. 


Conclusion 

In conclusion, 2003 was another pivotal year for 
Bema, during which the Company significantly 
advanced towards our objective of becoming a low 
cost, million ounce per year gold producer. The suc- 
cessful development of the Refugio, Kupol and Cerro 
Casale projects will ensure that this goal is met, and 
shareholder value continues to increase. In addition, 
we will to strive to utilize our entrepreneurial 
approach to the mining industry; growing as a gold 
producer through acquisitions and exploration. 


On behalf of the Board of Directors, I would like to 
thank all of our employees for their hard work in 
what has been a very busy year. To our shareholders 


we thank you for your continued support. 


? 


Clivé T. Johnson 


Chairman, Chief Executive Officer and President 


The successjul development of the Refugio, 
Kayo) and Cerro Casaleprojects will 
continue to increase sharevolder. value, 


PERATION: 


Gold production increased 
by 113% to over 250,000 
ounces in 2003 


} val 


Julietta Mine @ 


@®.Petrex Mines 


Production increases 
and costs decline 


JULIETTA MINE 
Location: Far Eastern Russia 
Bema ownership: 79% 
pe eee 
2 ee ee eae 
Productio | 
2003 118,145 oz. gold 
2004e 102,000 oz. gold 
- C444 i 
30 $111/oz. gold 
2003 tota $148/oz. gold 
2004e operating $135/oz. gold 
2004e total $177/oz. gold 
sees Oe ey ee ene 


Proven & probable*: 395,000 oz. gold 
se 
Resources*: 


Measured & indicated 110,000 oz. gold | 


inferred 139,000 oz. gold | 
ee 
Debt (at March 31, 2004)**: $12.7 million 
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JULIETTA MINE 


Located 250 kilometres north of the port city of Magadan, within the 
Omsukchansk region of the Magadan Oblast, the Julietta underground mine 
exceeded expectations in 2003. Compared to 2002, production increased by 8.5% 
and operating and total cash costs decreased by 7%. Reserves were successfully 
replaced during the year through exploration, which included 22,700 metres of 
surface and 10,600 metres of underground drilling. 

Bema acquired a 79% indirect interest in the Julietta property in 1998. The 
remaining 21% interest is held by two Russian companies. The high grade gold- 
silver vein system, occurs within 
Cretaceous volcanic rocks, which was 
discovered during a state-funded survey in 
the late 1980s. In 1989 two geologists 
from the survey team staked the property 
and are now Bema’s partners at Julietta. 

Julietta, which is accessed from an 
adit and inclined ramps, began production 
in September 2001. Ore is treated by 
flotation, followed by concentrate leach 
and the Merrill-Crowe process in a 400 
tonne per day capacity mill. The doré produced is shipped to a refinery in 
Magadan. Bema sells gold production to Western banks, while silver, which is 
treated as a gold by-product, is sold to Russian banks. Revenues from silver pro- 


duction are credited against operating costs. 


Operations at Julietta were scaled back briefly in February 2004 after a 
warehouse fire destroyed most of the spare parts inventory. Production retumed 
to normal levels after the inventory was replenished in early March 2004 and 


Bema expects to meet the 2004 production budget of 102,000 ounces of gold. 


Bema plans to carry out 50,000 metres of drilling at Julietta in 2004, using 
three drills on surface and two underground. The surface drilling budget is $4.6 
million while $650,000 will be spent on underground drilling. The program will 
include work in new areas of the 339 square kilometre property, much of which 
has seen little exploration. 


PETREX MINES 


Major mill expansion 
completed 


Bema acquired 100% of the Petrex 
Mines effective February 14, 2003. The 
Petrex property is located in the East 
Rand area, 50 kilometres east of 
Johannesburg, and underlain by the 
Archean gold-bearing conglomerates of 
the Witwatersrand basin, a region that 
has produced 40% of world gold produc- 
tion to date. The Petrex Mines consist of 
several underground operations, accessed 


from eight shafts and three open pits. 


During 2003, Bema completed an expansion of the central Grootvlei mill. A PETREX MINES 


new thickener was added, as were seven carbon-in-leach tanks to complement ee 
ion: 
the existing carbon-in-pulp circuit; the tailings line and pumps were replaced; and 


; : : : Bema ownership: 
instrumentation was upgraded. Since the expansion was completed, the mill has P 


the capacity to operate in excess of its budgeted 185,000 tonnes per month capac- Production: 
ity and recoveries have improved to 90% in recent months. Be 


Operating costs in 2003 were affected by the strength of the South African ee ee 


rand against the US dollar. Bema estimated an exchange rate of 10 rand to 1 US 2003* 

dollar for 2003, however the actual rate averaged 7.35:1. Primarily because of this, 2004e** 

total cash costs were $100 higher than budgeted, although a delay in the sched- Reserves, 

uled ramp-up of ore production from the open pit operations was also a con- Proven & probable: 

tributing factor. Bema exercised South African rand denominated gold put options 2a ae 

in 2003 which if applied to total cash costs would result in a reduction of $37 per Eade 

ounce to $360. Resources, oes 

Measured & indicated: 

In 2004 the Petrex program to increase open pit production will include Underground 

drilling of open pit targets and tests on different rock blasting materials. The goal Open pit 


Project debt 
(at March 31, 2004): 


is to increase open pit production to 40% of the operation from its current 21%. 
Until open pit production improves, lower grade ore from stockpiles is supple- 
menting mill-feed. New mining contractors are being considered for the under- 
ground operation, and senior management is also being added for the mines. * Under review 
Based on eight rand to the US dollar, production for 2004 is forecast at 200,000 

ounces, at total cash costs in the range of $320 per ounce. This forecast is current- 


ly under review. 


Bema believes the under-explored Petrex property holds significant poten- 
tial for adding to reserves and increasing the life of the mines. The $2 million 
exploration budget for 2004 includes drilling to expand open pit reserves and 


investigate new prospects on the property. 


South Africa 
100% 


132,170 oz. gold 
200,000 oz. gold 


$397/oz. gold 
$320/oz. gold 


875,000 oz. gold 
65,000 oz. gold 


4,034,000 oz. gold 
115,000 oz. gold 


$25.5 million 


* For the 10.5 months since acquisition 
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Production to 
resume in late 2004 


REFUGIO MINE 


Northern Chile 
50% 

late 2004 
40,000 tonnes/day 
115,000-130,000 oz 
$225/oz. gold 


Location: 


Bema ownership: 


Production to resume: 


Initial production rate: 


Annual production (50%): 


Total cash costs: 


Reserves (50%): 


Proven & probable 1,717,000 oz. gold 


Resources (50%): 
Measured & indicated 
Inferred 


325,000 oz. gold 
2.0 million oz. gold 


$101 million 


Capital exp. (100%): 


REFUGIO MINE 


The Refugio open pit, heap leach mine located 100 kilometres east of 
Copiapo in northern Chile, is being prepared for gold production to resume in late 
2004. The decision to resume operations was based on higher gold prices and the 
results of a 56,000 metre drilling program that increased reserves and justifies a 
25% expansion of daily throughput compared to historic levels. Over a 10-year 
life, the mine is expected to produce 230,000 — 260,000 ounces of gold annually, 
at average total cash costs of $225 per ounce. It is expected that future exploration 


will extend the life of the mine beyond 10 years. 


Compafia Minera Maricunga owns 
the Refugio mine and is owned 50% by 
Bema and 50% by Kinross Gold 
Corporation, the operator. Mining opera- 
tions were suspended in 2001 because of 
low gold prices, but gold recovery contin- 
ued, in declining amounts, from residual 
leaching of existing heaps. Gold recovery 
since October 1, 2002, has been recorded 
as a credit against care and maintenance 


costs. 


When production resumes, initially the Verde pits will process 40,000 
tonnes of ore per day to be crushed and placed on the leach pads. Subsequently, 
the new Pancho pit will be mined at 35,000 tonnes per day. 


Initial capital costs (100%) are estimated at approximately $71 million. In 
addition, a new mining fleet will be purchased and financed through a capital 
lease of approximately $30 million. Major capital items include plant modifica- 
tions and upgrades, and a modest pre-stripping program. A 110-kilometre power 
line connected to the Chilean grid will replace the previous diesel generated 
power. The capital program addresses the deficiencies of earlier operations at 
Refugio, provides for an increase in crusher plant production of 25%, and will 


allow the mine to reach its full potential. 


The modifications in the plant include new support facilities, upgraded con- 
veyors, larger screens, more powerful secondary crushers and some significant 
changes to control dust and spillage. All components of the plant will have a max- 
imum throughput capability of 50,000-60,000 tonnes per day in order to guaran- 
tee that average daily throughput will maintain the budgeted rate of 40,000 tonnes. 


The base-case project economics, at a gold price of $350 per ounce, indi- 
cates a pre-tax internal rate of return (IRR) of almost 22%. At $400 per ounce of 
gold, the IRR is approximately 34%. Bema is financing its share of the capital 
expenditures for Refugio from part of the proceeds of a convertible note issued in 
February 2004, and therefore will incur no project debt. 


KUPOL 


A potential large low- 
cost producer in 2008 


The results of Bema’s first year of 
exploration on the high grade Kupol gold- 
silver property have proved so encouraging 
that the Company is fast-tracking its 
development. Bema believes that the 
property has the potential to host a multi- 
million ounce deposit amenable to both 
open pit and underground mining at low 
operating costs. Given a continuation of 
positive exploration results, and subject to 


feasibility and financing, Kupol could begin production in late 2007. 


The Kupol project is located approximately 950 kilometres northeast of 
Bema’s Julietta mine and 200 kilometres east of the city of Bilibino. Access to the 
property is by dirt road and all terrain track in the summer, and by winter road 
for the remainder of the year, or by helicopter from Bilibino. The property hosts a 
large epithermal gold and silver vein system, discovered in 1995, within a belt of 
Cretaceous volcanic rocks. The vein system dips approximately 70-85 degrees to 


the east and occurs within a highly altered package of shallow-dipping andesites. 


Bema and the government of Chukotka, an autonomous okrug (region), 
concluded an agreement in December 2002, which allows Bema to acquire up to a 
75% interest in the Kupol property. By the end of 2003, Bema had earned a 30% 
interest, through payments totalling $20.5 million and certain exploration expen- 
ditures. The agreement calls for a further payment of $10 million by December 
2004 for an additional 10% interest; completion of a bankable feasibility study; 
payment of $5 per ounce of gold on 75% of the ounces identified in proven and 
probable reserves in the feasibility study, within 90 days of completion of the 
study for a further 35% interest; and payment of a further $5 per ounce of gold 
on 75% of the ounces identified in reserves by the study upon the start of mine 


construction. 


In 2003, Bema launched an aggressive exploration program at Kupol using 
four drill rigs. The $9.8 million program included 166 drill holes totalling 22,256 
metres, extensive trenching, metallurgical test work, baseline engineering, and 
hydrological and environmental studies. In addition, $2 million was budgeted for 


a preliminary economic assessment scheduled for completion in May 2004. 
The 2008 drilling program intersected high grade gold and silver mineraliza- 


tion over a strike length of 3.1 kilometres, and from surface to a depth of at least 
300 metres, with the deepest high grade intercept encountered at 275 metres. 


Far Eastern Russia 


30%, option on 75% 


Location: 


Bema ownership: 


Resources (75%): 
Measured & indicated 1,370,000 oz. gold 


14.3 million oz. silver 


3,165,000 oz. gold 
41.8 million oz. silver 


Inferred 


Proposed schedule®*: 
2004 $25.3 million 


exploration/feasibility 


$20 million develop- 
ment construction 


2005 Engineering, final 
feasibility 
Equipment 
procurement 

Site construction 
starts 


Full scale mill 
construction 


2006 


Tailing pond 
construction 


2007 Production begins 


late in the year** 


* Assumes results of ongoing exploration and 
development continue to support Bema’s plan to 
fast track Kupol to production 


** Subject to feasibility and financing 


45 


16 


Jha 


Mineralization remains open along strike to the north and south and at depth. 


The preliminary geologic resource estimate for Kupol (see Mineral Reserve 
and Resource Statement, page 24) is based on 21,860 metres of drilling by Bema 
in 2003. Significant portions of the Kupol vein have not been included in this pre- 
liminary estimate because drilling in the Central and North Extension zones has 
only been carried out at widely-spaced intervals. 


Infill and exploration drilling amounting to 57,000 metres, using seven 
drills, is planned for 2004, starting in May. Infill drilling will begin on the Big 
Bend zone, the highest grade zone identi- 
fied to date, and exploration drilling will 
include deep drilling at Big Bend and the 
North Zone extension and step-out 
drilling to the north. The objective is to 
delineate further resources and upgrade 


resources into reserves. 


Preliminary metallurgical tests have 
indicated potential gold recoveries of 
94.5%-96.5% and silver recoveries of 
70%-80%. Metallurgical test work is con- 
tinuing. Feasibility baseline studies are planned, and work on a final feasibility 
study is scheduled for completion in March 2005. Bema’s projected budget for its 
2004 exploration/feasibility program is $25.3 million. 


The Company has budgeted a further $20 million for site development in 
2004. This latter program will include construction of an airstrip, earth works for 
the proposed mine and mill, geotechnical and condemnation drilling, and procure- 
ment of equipment for the 2005 construction program. 


In 2005, the projected plan to develop Kupol to production envisages final 
engineering design, completion of the final feasibility study, procurement and 
shipping of mining equipment and construction supplies and site preparation. 

In 2006, the plan calls for mill and mine building construction, and further work 
to establish the tailings ponds. Production would begin in late 2007. 


CERR@IGAS AEE PROJECT 


The sleeping giant stirs 


Regarded as one of the largest unde- 
veloped gold-copper deposits in the world, 
Cerro Casale was discovered by Bema in 
1995. It is located on the Aldebaran prop- 
erty in northern Chile, 100 kilometres 
southeast of Copiapo and 30 kilometres 
south of the Refugio mine. Indirectly, 
through a Chilean company, Compafiia 
Minera Casale, Bema has a 24% interest 


in Aldebaran, while Arizona Star 
Resources Corp., an affiliated company, 


holds 25%. In January 2000, Placer Dome completed a feasibility study, entitling CERRO CASALE* 
it to a 51% interest, subject to arranging financing and bringing the mine into pro- | | ocation: ee eerie 
duction. The study concluded that a large scale open pit gold-copper mine would Remar nehicy Te 


be technically feasible at Cerro Casale, assuming certain parameters. 
Resources (24%): 


In 2003, improving metal prices prompted a fresh look at the economics of Measured & indicated 6.1 million oz. gold 
the project. The results of an update by Placer Dome Technical Services of the 1.5 billion Ib. copper 
capital and operating costs given in the original feasibility study were announced Proj. annual production 


(24%): 234,000 oz. gold 


in early April 2004. The updated study indicates an increase in project capital 
31,200 tonnes copper 


from $1.43 billion to $1.65 billion, which includes a contingency of $150 million. 


Site operating costs increased marginally from $4.70 to $4.90 per tonne milled. SSIS else oh We eeeesio le 


Opportunities to optimize the technical aspects of the project were identified dur- | Total costs: $225/oz. gold** 


ing the update of the feasibility study and are currently being evaluated. Project capital estimate: $1.65 billion 


The original study contemplates a mine which could produce 975,000 Pi paced on Placer Dome Technical Services 
ounces of gold and 130,000 tonnes of copper annually for 18 years. Assuming a feasibility study update April 2004. 

: ; F ** Assuming copper credit at $0.95 per pound 
copper price of $0.95 per pound and a silver price of $5.50 per ounce, Cerro Seavey credit of $5.50 par punce: 
Casale’s cash costs are projected at approximately $111 per ounce of gold, net of 
copper and silver credits, and total costs including amortization and depreciation 
are projected at approximately $225 per ounce. At prices of $1.10 per pound of 
copper and $5.50 per ounce of silver, cash costs decline to $71 per ounce gold, and 


total costs to $186 per ounce. 


Based on positive discussions with potential lenders, Compania Minera 
Casale is pursuing a range of financing options for the project, and investigating 
possible key commercial contracts and long-term marketing off-take arrange- 
ments. To retain its 51% interest once the Cerro Casale project is determined to 


be financeable, Placer Dome is required to arrange $1.3 billion in financing. 


Building on our 
exploration 


SUCCESS 


@-East Pansky Property* 


@ Monument Bay Project 


@ Nevada Properties* 


* exploration through affiliated companies 19 


In 2003 Bema spent 
$20.6 million on 
exploration 
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EXPLORATION 


Building on its earlier successes, Bema remains committed to exploration as 
a prime means of growth. In 2003 the Company spent a total of $20.6 million on 
its exploration efforts. Of this amount, $9.8 million was spent on exploration of 
the Kupol project; $4.0 million on the Monument Bay project; $2.4 million on the 
Julietta Mine property; and $2 million on the Refugio Mine property. Bema spent 
a further $2.4 million on other projects during the year. In 2004, Bema has 
budgeted approximately $36.1 million for exploration, of which $25.3 million is 
earmarked for Kupol, $5.25 million for Julietta, $2.0 million for Petrex, $2.35 mil- 
lion for Monument Bay and $1.2 million for other projects. 


MONUMENT BAY 


Located 600 kilometres northeast of Winnipeg, the Monument Bay proper- 
ty is underlain by gold-bearing rocks of the Stull Lake greenstone belt. Bema 
drilled 43 holes totalling 12,680 metres 
during the winter of 2003, and a further 
30 holes totalling 7,690 metres by the 
end of the year. Most of the drilling 
focused on the newly discovered Twin 
Lakes West zone. The work to date has 
identified a high grade inferred resource 
of 639,000 tonnes averaging 20.4 grams 
of gold per tonne containing 418,000 
ounces of gold (100% basis). 


The planned 2004 exploration pro- 
gram includes a 15,000-20,000 metre drill program which began in January with 
three drill rigs in operation, and is directed primarily at the main area of mineral- 
ization that contains the bulk of the inferred resource. 

Bema completed all the requirements to earn a 70% interest in the 
Monument Bay property from Wolfden Resources Inc. in August 2003, after 
spending $6 million on exploration of the property. 


EXPLORATION THROUGH AFFILIATED COMPANIES 


VICTORIA RESOURCE CORPORATION 


In 2003, Bema’s 31% owned affiliated company, Victoria Resource 
Corporation, acquired an option to earn a 100% interest in the Mill Canyon prop- 
erty in Nevada from a subsidiary of Newmont Mining Corporation. Victoria has 


been drilling on the Mill Canyon property with encouraging results. 


The Mill Canyon property lies in the Battle Mountain gold belt, adjacent to 
the former Cortez and Horse Canyon mines, and 1.6 kilometres east of Placer 


Dome’s recent Cortez Hills discovery, 
reported to contain a 5.5 million ounce 
gold resource. The Placer discovery con- 
sists of disseminated gold within oxi- 
dized or crystallized limestone and this 
information is being used to guide 
Victoria’s exploration at Mill Canyon. 
Drilling has been concentrated on the 
Open Cut target, believed to be in a simi- 
lar structural environment to the Cortez 
and Cortez Hills deposits. Carlin-style 
mineralization was encountered in several drill holes and exploration including 


additional diamond drilling is ongoing. 


In June 2003, Victoria entered into lease agreements with Newmont for the 
purpose of exploration and development of the Hilltop-Slaven and Pinson-Preble 
properties, also in Nevada. The agreements entitle Victoria to earn up to a 50% 
interest in the properties, which are located in the Battle Mountain gold belt and 
at the intersection of the Battle Mountain and Getchell gold belts, respectively. 
Victoria has begun geological mapping and geochemical sampling on the proper- 
ties, with drilling planned at Hilltop-Slaven in the summer of 2004. 


CONSOLIDATED PUMA MINERALS CORP. 


Bema has a 62% interest in Consolidated Puma Minerals Corp. which in 
2003 spent $1.5 million on exploration of the East Pansky platinum group ele- 
ments (PGE) prospect on the Kola Peninsula in northwest Russia, located east of 
Barrick Gold Corporation’s advanced exploration Federova Tundra project. Bema 
has assigned to Puma its rights to earn up to a 90% interest in the property, 
which covers the eastern 31 kilometres of the 80 kilometres long by 3 to 6 kilo- 
metres wide Federova-Pansky layered intrusion. Mineralization occurs in two 
horizons. The northern reef which includes the Churazorski-Chuarvi zone con- 
tains four largely unexplored target horizons over 16 kilometres; the southern 


reef contains two zones that have been traced along strike for four kilometres. 


Initial drilling by Puma has focused on the East Chuarvi, Predgorny and 
Chuarvi targets, with drilling in the East Chuarvi area confirming a continuous, 
high grade PGE bearing horizon on surface for at least six kilometres and over one 
kilometre in drill core. In the Predgorny area, drilling uncovered a wide PGE-bear- 
ing horizon traced on surface for approximately 200 metres with drilling ongoing 
along strike. Results from the Chuarvi target suggest it might be an extension of 
the high grade East Chuarvi zone. Exploration, including drilling, is continuing 


with a budget of $2.4 million for the 2004 program. 
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CORPORATE 
RESPONSIBILITIES - 


Bema maintains a strong 
commitment to environmental, 
health and safety and social issues 
as an integral part of its business 


practices. 


The management of these 
issues is recognized as a corporate 
priority, and requires they be fully 
considered during the decision- 
making process throughout the Company’s activities and those of its subsidiaries. 
The corporate Environmental Policy, available on the Company’s website, states 
that all employees of Bema Gold Corporation and its subsidiaries are expected to 
adhere to the intent as well as the letter of the policy, and all managerial staff, 
subsidiaries and contractors are expected to take responsibility for the policy and 


report any deviances. 


Bema has an excellent track record of working with interested and affected 
parties at its operations and projects, and routinely engages in the following activ- 
ities at its facilities: 

- public consultation and disclosure; 

- stakeholder meetings to respond to specific issues; 

- regulatory audits and resolution of any outstanding issues or concerns; 
- charitable work within the community; and 


- community development through economic activities. 


At the Petrex operation, Bema has initiated a rehabilitation program to 
reduce the ingress of surface water to the underground mining basin, and thus 
reduce the volume of extraneous mine water that is discharged on a daily basis 
from the Grootvlei mine. The program is also improving the environmental health 


of an internationally recognized wetland area, and reducing long-term require- 
ments for water treatment. 


Social initiatives at Petrex include projects that help some of the most dis- 
advantaged secure a better future. The Company sponsors “Our Nest”, which has 
provided housing for disabled children and supports the creation of job opportuni- 
ties for the disadvantaged. At Julietta, Bema donated more than five million rubles 
to local causes in 2008, which included charitable contributions to help with the 
construction of a church, in Magadan, support for the Omsukchansk Association 


for Indigenous Persons and various cultural activities. 


communit 


George Johnson 


Washington. 


Mark A. Corra 


Vice President Finance 


Clive T. Johnson 
Chairman, President and Chief Executive Officer 


Clive Johnson has been involved with Bema since its inception in 
1988, serving as Chief Executive Officer since 1989, Chairman 
since 1990 and President since 1993. Prior to 1988, he held exec- 
utive positions in the three companies that merged that year to 
form Bema. He was also a partner in Bema Industries Ltd., the pri- 
vate exploration, contracting and consulting firm that controlled 
the three merging companies. 


Senior Vice President Operations 

George Johnson has many years of experience in underground and 
open pit mine construction and operations management. He 
joined Bema in 1999 after 28 years with Hecla Mining Company. 
He has a degree in mining engineering from the University of 


Mark Corra joined Bema in 1990 as Controller, and was appointed 
Vice President Finance in 1995. Previously he spent 11 years in 
accounting at Placer Dome. A Certified Management Accountant, 
with a diploma in financial management from the British Columbia 
Institute of Technology, he oversees financial reporting, cash man- 
agement, tax planning and Bema’s hedging program. 


Tom Garagan 

Vice President Exploration 

Tom Garagan was appointed Vice President Exploration in 1996, 

after joining the Bema group of companies in 1991. A 1980 geolo- 

gy graduate from the University of Ottawa, he has worked in North 

and South America, East and West Africa and Russia. With the 

Bema companies, he has been instrumental in several discoveries, 
including the Cerro Casale and Kupol deposits. 


Roger Richer 

Vice President Admin., Corporate Secretary and General Counsel 
Roger Richer has been with Bema since its inception. He has BA 
and LLB degrees from the University of Victoria, and extensive 
experience in mining law, corporate finance and international busi- 
ness transactions and practices. He is also president of Bema’s affil- 
iated companies, Arizona Star Resource, Consolidated Puma 
Minerals, Consolidated Westview Resource and Victoria Resource. 


James A. Sullivan 
Vice President Russian Operations 


a ay 
. 


Dennis Stansbury 

Vice President Production and Development 

Dennis Stansbury is a mining engineer with over 23 years of engi- 
neering, production and management experience at surface and 
underground mines. After working for a number of gold mining 
companies in South America and the United States, he joined 
Bema as General Manager of Venezuela operations in 1994. He 
was appointed to his current position in 1996. 


James Sullivan joined Bema as Director Russian Operations in 
1998, to guide the Julietta mine from exploration stage to produc- 
tion. A B.Sc. graduate of Carleton University, he has 29 years of 
experience in exploration, production and management of base 
metal and gold mines. He was appointed Vice President Russian 
Operations in 2003. 
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Property by metal 


Julietta 

Petrex 
(Underground) 
(Open Pit)2) 

Refugio®)8a) 

Cerro Casale() 

Kupol Project’) 

Monument Bay) 


Gold Total 


‘ER 


Julietta?) 


Kupol Project’) 


Silver Total 


at 


Cerro Casale Deposit) 24% 


Copper Total 


Metal price 
per ounce 


Bema 
interest % 


79%"'8) $375 


100% $35002a) 
$3502) 
50% $350 
24% $350 
75% NA 


70% 


Metal price 


per 
pound 


$0.95 


Rounding differences may occur 


Proven and Probable 
Reserves 


tonnes grade contained 
ounces 


(000s) (g/t) (000s) 


53/229 395 


7 ot : 875 
1,054 : 65 
62,027 4 A 


3,052 


5,408 


267,265 


(1) Julietta reserve and resource were calculated as of Jan 1, 2004 


(1a) Julietta reserves and resources are stated as 100% until Julietta project loan is fully repaid 


(2) Petrex reserve and resource were calculated as of December 31, 2003 
(2a) Based on a 8 rand to 1USD conversion rate 


(3) Refugio reserve and resource were calculated as of December 31, 2003 


Measured and Indicated 


tonnes 


(000s) 


156 


45,614 
1,310 


8,962 
267,265 
als 


tonnes 


(000s) 


grade contained 


(g/t) 


grade 


(%) 


0.26 


Resources 


ounces 
(000s) 


110 


4,034 
115 
325 

6,101 

1,370 


1,460 
14,298 


contained 
pounds 
(000, 000s) 


1,531 


oe 41,087 0.12 


Inferred Resources 


grade contained 
ounces 
(000s) 


tonnes 


(000s) — (g/t) 


234 
36,760 


98,485 
41,087 
5,344 


293:0 = 2atod 
5,344 243.4 41,821 


tonnes grade contained 
pounds 


(000s) (%) (000,000s) 


108.6 
108.6 


3a) Refugio/Pancho inferred resource is calculated with a 0.4 g/t cut-off and is a global resource not based on economics 
(4) Cerro Casale resource was calculated in 1999, and then re-evaluated as of December 31, 2003 
(9) Kupol Project resource estimate was calculated as of February 2004 
(6) Monument Bay resource estimate was calculated as of August 2003 
NA = Resources are based on preliminary geologic resource estimates that are not based on economic parameters 


Reserves and resources are classified according to Canadian Institute of Mining (CIM) standards on mineral resources and reserves 
except where noted (see 3a and NA). 


Resources exclude reserves. Resources have not demonstrated economic viability. 


Tom Garagan, Vice President Exploration, 
is the Qualified Person responsible for 
Bema’s exploration projects. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


The following discussion of the operating results and financial 
position of the Company for each of the years in the three-year 
period ended December 31, 2003 should be read in conjunction 
with the Consolidated Financial Statements and related Notes. 


OVERVIEW 


Bema Gold Corporation (“the Company”) is a Canadian based 
mining company engaged in the mining and production of gold 
and the acquisition, exploration, and development of precious 
metal properties principally in the Russian Federation, South 
Africa, Chile and Canada. 


The Company’s principal assets are: its two operating mines, the 
79% owned Julietta Mine in Russia and the 100% owned Petrex 
Mines in South Africa, its 50% interest in the Refugio Mine in 
Chile, expected to recommence production in the fourth quarter 
of 2004, its 24% interest in the Cerro Casale deposit, a large 
undeveloped gold-copper deposit in Chile, and its right to 
acquire up to a /5% interest in the Kupol project, a large high- 
grade gold-silver deposit in northeast Russia. 


The Company’s growth strategy is to increase production 
through the advancement of existing development projects and 
through acquisition. The Company plans to continue to seek 
exploration and development opportunities that can be readily 
financed in current market conditions. 


On February 14, 2003, the Company completed the arrangement 
agreement with EAGC Ventures Corp. (“EAGC”) and as a result 
acquired the Petrex Mines, located in East Rand, South Africa. 
The following operating results of the Company include the 
results of EAGC from February 15, 2003 onwards. 


RESULTS OF OPERATIONS 


The Company’s net loss for the year ended December 31, 2003 
was $30.6 million or $0.09 per share compared to a loss of $3.3 
million or $0.02 per share in 2002 and a loss of $11.2 million or 
$0.07 per share in 2001. The loss in 2003 was mainly due to the 
higher operating costs incurred at the Company’s Petrex Mines 
in South Africa, a non-cash mark-to-market unrealized loss of 
$7.5 million on all of the Company’s outstanding gold option 
and forward contracts and due to an increase in general and 
administrative costs resulting from the increased activity from an 
improved gold market. 


The primary contributor to the improved performance in 2002 
from 2001 was the result of the first complete year of production 
from the low cost Julietta Mine. In addition, part of the reduc- 
tion to the loss in 2002 related to a $4.2 million one-time non- 
recurring gain from the arbitration award settlement with the 
Refugio Mine construction contractor. Excluding this gain, the 
Company’s net loss would have been $7.5 million or $0.03 per 
share. Included in the 2001 loss was a write-down of $2.2 mil- 


lion for supplies inventory obsolescence at the Refugio Mine, 
which was placed on care and maintenance in June 2001. 


Gold revenue 


In the third quarter of 2003, the Company adopted CICA 
Accounting Guideline 13, “Hedging Relationships” (“AcG 13”) 
effective January 1, 2008, on a prospective basis. Under the new 
guideline, the Company is required to document its hedging 
transactions and explicitly demonstrate that the hedges are suffi- 
ciently effective in order to continue accrual accounting for posi- 
tions hedged with derivatives. Derivative financial instruments 
that do not qualify for hedge accounting under AcG 13 are 
required to be marked-to-market with changes in the fair value 
of the derivative instruments recognized as unrealized gains or 
losses in the statement of operations. Although some of its 
derivative financial instruments would qualify for hedge 
accounting, most would not qualify under the stringent guide- 
lines of AcG 13, even though, in management's opinion, most of 
these contracts continue to be effective in mitigating the 
Company’s exposure to commodity price, interest rate and for- 
eign currency fluctuations. 


Management decided, in order to provide more transparency 
and consistency in the manner in which hedging transactions are 
reported, to mark-to-market all of its derivative financial instru- 
ments rather than only the derivatives that do not qualify for 
hedge accounting. As a result, effective January 1, 2003, the 
Company re-designated all its forward and option contracts, and 
interest rate protection contracts as trading activities, with 
changes in fair market value of the contracts being recorded as 
unrealized gains and losses in the statement of operations. In 
addition, realized gains and losses arising on maturity of these 
derivative contracts are also now disclosed separately in the 
statement of operations and no longer included in gold revenue. 
Prior to January 1, 2003, the Company had accounted for its for- 
ward and option contracts using hedge accounting, whereby 
gains and losses on forward and option contracts are deferred 
and recognized in gold sales revenue when the related designat- 
ed production is sold. 


In accordance with the transitional rules of AcG 13, hedge 
accounting applied to a hedging relationship in prior periods is 
not reversed. Gains and losses previously deferred as a result of 
applying hedge accounting continue to be carried forward for 
subsequent recognition in income in the same period as the cor- 
responding revenues and expenses associated with the hedged 
item (see Note 2 of the Notes to the Consolidated Financial 
Statements). As of December 31, 2003, $4.6 million of hedge 
losses relating to the Julietta Mine were deferred which will be 
charged against revenue over the next two years. 


Gold revenue and gold ounces sold increased by 139% and 


2003 2002 2001 
Gold Sold Revenue Avg. realized Gold Sold Revenue Avg. realized Gold Sold Revenue Avg. realized 
(in ounces) (‘000’s)  price/ ounce (in ounces) (‘000's) __ price/ ounce (in ounces) (000’s) price/ ounce 
Julietta 116,066 $39,448 $340 107,602 $33)376 $310 3,020  $ 942 $312 
Petrex 129,457 47,369 $366 - - = ~ 
Refugio = = = 9,981 2,910 $292 68,503 20,267 $296 
245,523 $86,817 $354 ilslZroysksy — Nielep2 elo) $308 TiS) SONOS) $297 


25 


26 


109%, respectively, in 2003 due to the Company’s acquisition of 
the Petrex Mines in February 2003. 


The Julietta Mine commenced commercial production on 
December 1, 2001 and began exporting gold to Western buyers 
in July 2002, whereas previously gold was sold to Russian banks 
with the Company receiving a 90% prepayment of the sales 
amount. 


During 2003, approximately $3.1 million of hedging loss was 


netted against gold revenue relating to the Julietta Mine. Netted 
against gold revenue in 2002 was a hedging loss of $305,000 
whereas in 2001, $2.1 million of hedging gains was included in 
gold revenue. 


Operations 
Gold production increased by 113% in 2003 due primarily to the 
acquisition of the Petrex Mines. 


2003 2002 2004 
Gold Operating _— Total Gold Operating _— Total Gold Operating _ Total 
production cash cost cash cost production cash cost cash cost production cash cost cash cost 


(in ounces) (per ounce) (per ounce) 


(in ounces) (per ounce) (per ounce) 


(in ounces) (per ounce) (per ounce) 


Julietta 118,145 $111 $148 108,844 $119 $159 6,457 Sit2 $142 
Petrex 132,170 $397 $397 - - ~ - - - 
Refugio - - - 8,475 $151 $158 66,973 $228 $234 
Z00;a10 $262 $279 107 219 $121 $159 73,430 $218 $226 
Julietta Mine February 14, 2003. Production for the first ten and one-half 


In 2008, the Julietta Mine produced 118,145 ounces of gold 
exceeding budget by approximately 1,800 ounces at an operating 
cash cost of $111 per ounce and a total cash cost of $148 per 
ounce versus a budget of $110 and $155 per ounce, respectively. 
Gold production at the Julietta Mine improved by 8.5% or, 
approximately 9,300 ounces and operating cash cost decreased 
by 7% compared to 2002. Operating cash costs are calculated in 
accordance with the Gold Institute Production Cost Standard 
and include direct mining, smelting, refining and transportation 
costs, less silver by-product credits. Total cash costs, calculated 
in accordance with this standard, include operating cash costs, 
royalties and production taxes. 


In 2002, a year in which the Julietta Mine completed its first full 
year of commercial production, the Julietta Mine produced 
108,844 ounces of gold at an operating cash cost of $119 per 
ounce and a total cash cost of $159 per ounce. While 2002 was a 
successful year at the Julietta Mine, results were initially below 
expectations due to a prolonged ramp up to full production that 
lasted until April 2002. A variety of issues that were encountered 
during the ramp up period were resolved during the course of 
the year. Although the mill achieved budgeted throughput levels 
during some weeks of operation, the mill was unable to main- 
tain these levels during the first few months of 2002. Processing 
problems were primarily related to the winter conditions, logisti- 
cal supply issues and training of mill personnel. Logistical issues 
were resolved by increasing supplies inventory to an approxi- 
mate six-month supply, which would be adequate to cover any 
foreseeable shipping delays. Further training of mill employees 
was ongoing and all systems and facilities that were identified as 
being problematic during the first winter of production were 
upgraded during the summer construction season, minimizing 
similar occurrences during the second winter at Julietta. 


In 2001, the Julietta Mine produced 13,112 ounces of gold, of 
which 6,457 ounces were produced from December 1, 2001 
onwards, being the start of commercial production, at an operat- 
ing cash cost of $112 per ounce of gold and at a total cash cost 
of $142 per ounce. Gold and silver revenue generated prior to 
commercial production were credited to pre-production costs 
and totalled $1.8 million and $254,000 respectively. 


Petrex Mines 
The Company completed the acquisition of the Petrex Mines on 


months from the date of acquisition was 132,170 ounces of gold 
at a total cash cost of $397 per ounce. This is based on a conver- 
sion rate of 7.35 rand to one U.S. dollar as the rand continued to 
strengthen throughout the year, ending at an exchange rate of 
6.58 rand to one US$ by December 31st. Total cash cost in 2003 
was $100 higher than budget due to the strength of the rand and 
partially as a result of a delay in the scheduled ramp up of ore 
production from the open pit operations. Adjusting for the rand 
gold put option gains would reduce the total cash cost to $360 
per ounce. The 2003 budget had assumed a rand conversion rate 
of 10 rand to one US$. Over the next five years, approximately 
70% of expected production at the Petrex Mines is protected by 
rand-denominated gold put options. 


Underground mining was close to achieving projections in 2003, 
but open pit ore production failed to meet projections due to a 
number of factors. The Snake Road and Van Rhyn open cast 
areas could not be started as originally scheduled due to delays 
in obtaining the required mining permits. The Gedex pit was 
closed near the year-end due to a change in rock hardness. The 
hydraulic rock breakers were no longer able to economically 
break the required amounts of ore and waste, and conventional 
drilling and blasting could not be used due to the close proximi- 
ty of houses. All of these contributed to a lower grade material 
being delivered to the mill, which resulted in lower gold produc- 
tion and higher than forecast cash costs for the year. The focus 
for 2004 at Petrex will be to improve open pit production, in 
both tonnage and grade. An aggressive $2 million exploration 
drilling plan has been put into place to better define open pit 
reserves and assist with long range mine planning and improve 
consistent ore deliveries to the mill. It is not anticipated that 
these improvements will take effect until the second half of 
2004. 


Refugio Mine 


The Company owns a 50% interest in the Refugio Mine, an 
open pit, heap leach gold mine in Chile which was placed on 
care and maintenance in June 2001 due to low gold prices and 
the requirement for additional capital expenditures. Residual 
gold production from leaching of the heap pads continued from 
June 2001 through May 2002 and on June 3, 2002, the solution 
processing plant was shut down for the winter. The plant recom- 
menced operations on October 1, 2002 as scheduled and all rev- 
enue from gold recovered from this date onward have been and 


will continue to be credited to Refugio care and maintenance 
costs until mining recommences. 


On December 4, 2003, the Company and its joint venture part- 
ner in Chile, Kinross Gold Corporation, approved the recom- 
mencement of gold operations at the Refugio Mine. This deci- 
sion was based on a successful exploration drilling program that 
resulted in ore reserves sufficient for a mine life in excess of nine 
years. Completion of construction and recommencement of 
active mining operations is scheduled for the fourth quarter of 
2004. Initial capital costs on a 100% basis for the expanded proj- 
ect are estimated at approximately $71 million to repair and 
replace critical components of the existing infrastructure, increase 
reliability, improve serviceability and provide a safe and efficient 
work environment. In addition, a new mining fleet will be pur- 
chased, financing of which is anticipated to be through a $30 
million capital lease. The combination of improved gold prices 
and expanded reserves have resulted in robust economics for the 
expanded Refugio Mine. At the base case gold price of $350 per 
ounce, the proven and probable reserves (100% basis) approxi- 
mate 3.4 million ounces of gold. The base case project econom- 
ics indicate a pre-tax internal rate of return (“IRR”) of almost 
21% and a payback of approximately 3.8 years. The sensitivity 
analysis of the project economics yields an IRR of approximately 
34% and a payback of 2.6 years at the current gold price of $400 
per ounce. 


Compania Minera Maricunga, the Company’s 50% owned joint 
venture in Chile which owns the Refugio Mine, recovered 
14,440 ounces of gold (the Company’s share — 7,220 ounces) in 
2003. For the first five months of 2002, the Refugio Mine pro- 
duced 16,950 ounces (the Company’s share — 8,475 ounces) at 
an operating cost of $151 per ounce and a total cash cost of 
$158 per ounce prior to the shut-down of the processing plant. 
The plant was started up again in October and recovered 9,020 
ounces of gold (the Company’s share — 4,510 ounces) during the 
fourth quarter of 2002. 


The Company’s share of the Refugio Mine’s gold production in 
2001 was 66,973 ounces of gold produced at an operating cash 
cost of $228 per ounce and total cash cost of $234 per ounce. 
Actual gold production at Refugio in 2001 exceeded expectations 
by 10% as the budget was for the mine to produce 61,000 
ounces of gold for Bema’s account at an operating cash cost of 
$243 per ounce. 


Depreciation and depletion 

Depreciation expense averaged approximately $74 per ounce in 
2003, a reduction from the prior year due mainly to the lower 
depreciation expense of the Petrex Mines. In 2003, depreciation 
expense for the Julietta Mine and the Petrex Mines was $117 per 
ounce and $35 per ounce, respectively. Depreciation expense in 
2002 was significantly higher than in 2001 as a result of a 60% 
increase in production in 2002 which was mainly the result of 
the Julietta Mine being in commercial production for a full year 
rather than for a month in 2001. In addition, the increase in 
depreciation expense was also attributed to the higher deprecia- 
tion and depletion cost of $108 per ounce at the Julietta Mine 
compared to the Refugio Mine’s depreciation cost per ounce of 
$84. Depreciation in 2001 was almost entirely attributable to 
Refugio production. 


Write-down of inventory 

During the fourth quarter of 2003, the Company recorded a pro- 
vision for supplies inventory obsolescence at the Petrex Mines 
totalling $342,000 whereas in 2001, a provision for supplies 
inventory obsolescence in the amount of $2.2 million was 
charged to operations based on an assessment by the Refugio 
Mine operator of the supplies inventory’s net realizable value at 


the time. The write-down at Refugio was approximately 70% of 
the original purchase price of the supplies inventory. 


Other 

In the fourth quarter of 2003, the Company early adopted CICA 
3110, “Asset Retirement Obligations” effective January 1, 2003. 
CICA 3110 requires that the estimated fair value of liabilities for 
asset retirement obligations be recognized in the period in which 
the obligations are incurred. The amount of the liability is sub- 
ject to re-measurement at each reporting period which differs 
from the prior practice which involved the accruing for the esti- 
mated reclamation and closure liability through annual charges 
to earnings over the estimated life of the mine. In addition, the 
obligation is required to be discounted using net present value 
methodology and an interest-like cost accrued over the period of 
time of settlement (accretion). The new policy was applied 
retroactively with restatement of 2002 and 2001 comparative fig- 
ures (see Note 2 to the Notes to the Consolidated Financial 
Statements). Accretion and other reclamation / closure costs 
totalled $1.7 million in 2003, of which $1.1 million was for a 
charge for reclamation and mine closure costs relating to the 
Petrex mine operations. Also included in Other in 2003 was 
Refugio care and maintenance costs totalling $682,000 (2002 - 
$334,000), net of gold revenue. 


Arbitration settlement 

In 2002, in an attempt to resolve outstanding financial claims 
against the Refugio Mine construction contractor for numerous 
design and construction failures, on April 12, 1999, CMM initiat- 
ed formal arbitration proceedings in Chile. CMM filed claims in 
excess of $103 million, while the construction contractor coun- 
tered with its own claims of approximately $12 million. On May 
15, 2002, binding arbitration ruled in favour of CMM on claims 
against the contractor for damages relating to the original con- 
struction of the Refugio Mine. The arbitrator concluded that the 
contractor was negligent in certain aspects of the construction of 
the mine facilities. The net award to CMM approximated $21 
million (Bema’s share - $10.5 million). The Company’s share of 
the award proceeds, net of the legal and arbitration costs of $1.8 
million paid in prior years and deferred for accounting purposes, 
amounted to $8.7 million. Of the $8.7 million, $4.5 million relat- 
ed to repairs and maintenance and $4.2 million related to conse- 
quential damages (loss of profit), which amounts were credited 
against the carrying value of the Refugio Mine and to operating 
costs, respectively. On September 17, 2002, CMM received the 
full and final payment of the arbitration award. 


Other expenses (Income) 

General and administrative 

General and administrative expenses in 2003 increased signifi- 
cantly from prior years due mainly to the increased activities 
resulting from the improved gold market. Part of the increase 
was also due to a foreign exchange effect resulting from the 
translation of the corporate costs denominated in Canadian dol- 
lars to U.S. dollars and $1.2 million in bonuses paid to senior 
and middle management relating to past performance as the 
Company’s compensation committee had not awarded any 
bonuses for the past several years in order to preserve cash dur- 
ing difficult times. 


The increase in general and administrative expenses in 2002 was 
due mainly to costs incurred towards the listing of Bema’s com- 
mon shares on the London Stock Exchange’s Alternative 
Investment Market (AIM) and additional costs, specifically travel 
costs, incurred towards the pursuit of property acquisitions. Also 
affecting general and administrative expenses in 2002 was the re- 
instatement to pre-2001 levels, of the salaries of certain officers 
and employees of the Company, previously foregone. 
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Interest on long-term debt 

Interest expense in 2003 was $4.3 million compared to $4.1 mil- 
lion in 2002 and $1.2 million in 2001. Interest expense in 2003 
remained relatively constant with that of 2002, as the reduced 
interest due to a lower outstanding principal balance on the 
Julietta project loans was offset by interest expense incurred on 
the Petrex project loans. The significant increase in interest 
expense in 2002 from 2001 was mainly the result of Julietta proj- 
ect loans interest in the amount of $3.5 million being entirely 
expensed in 2002 whereas in 2001, prior to commercial produc- 
tion, interest on the Julietta project loans was capitalized to mine 
development and pre-production costs. 


Stock-based compensation 

In the fourth quarter of 2003, the Company early adopted CICA 
3870, “Stock-based Compensation and Other Stock-based 
Payments” which requires fair value accounting for all stock 
options issued during the year. As permitted by CICA 3870, the 
Company has applied this change prospectively for new awards 
granted on or after January 1, 2003. The effect of this change 
was an additional charge to earnings of $2.9 million in 2003. 
Prior to the adoption of CICA 3870, only stock option expense 
relating to non-employees in the amount of $268,000 in 2003 
and $99,000 in 2002 was charged to earnings. 


Amortization of deferred financing costs 

Amortization of deferred financing costs totalled $1.7 million in 
2008 (2002 - $2.8 million; 2001 - $2.2 million) relating entirely to 
the Julietta project loans. In 2002, $1.7 million (2001 - $131,000) 
related to the Julietta project loans and $1.1 million (2001 - $2.1 
million) related to the Refugio loan. The increase in the amorti- 
zation expense in 2002 from the prior year was mainly the result 
of a full year's amortization being expensed in 2002 whereas in 
2001, approximately $1.3 million of deferred financing costs 
relating to the Julietta loans was amortized and capitalized to 
mine development and pre-production costs prior to the start of 
commercial production at the Julietta Mine. 


General exploration 

General exploration expense has remained relatively constant for 
the last three years. The Company expenses grass-roots explo- 
ration costs leading up to the evaluation of a property. 
Exploration costs associated with properties that are acquired or 
are expected to be acquired are capitalized to property, plant and 
equipment. 


In 2002 and 2001, general exploration expense remained low, 
however, in 2002 the Company acquired several exploration 
properties in Russia and in El Salvador, on which a significant 
amount of time and effort was spent. The costs associated with 
activity on these exploration properties were capitalized to prop- 
erty, plant and equipment. 


Foreign exchange (gains) losses 

The Company recorded a net foreign exchange gain of $1.7 mil- 
lion in 2003 consisting mainly of a $3 million foreign exchange 
gain from the Canadian dollar strengthening from Cdn.$1.5776 
to U.S.$1.00 at the end of 2002 to Cdn.$1.2965 at December 31 
2003. The majority of the Company’s cash balance was in 
Canadian dollars at the year-end as a result of the Cdn.$69 mil- 
lion private placement financing completed in September 2003. 
The gain from the Canadian dollar, however, was pattially offset 
by an unrealized foreign exchange loss of $1.3 million from the 
translation of a working capital loan denominated in South 
African rand to U.S. dollars. In 2002, the Company recorded a 
foreign exchange loss of $780,000 relating mainly to Cdn.$25 
million received from the equity financing completed in May 
2002 as the funds were used during a period in which the 
Canadian dollar weakened against the U.S. dollar. 
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Other 

In 2003, the Company’s 50% share of CMM’s write-off of obso- 
lete crushers at the Refugio Mine totalling $632,000 and other 
financing costs of $657,000 relating to the on-going administra- 
tion of the Julietta project loans was partially offset by interest 
income of $908,000. In 2002, the Company booked a provision 
against a $475,000 receivable relating to the sale of refundable 
Chilean value added tax held by an exploration holding compa- 
ny. Also included in Other in 2002, were $834,000 of financing 
costs which included political risk insurance, bank fees and out- 
side consulting fees; provisions for doubtful accounts in the 
amount of $214,000; stock option expense of $99,000 and inter- 
est income of $392,000. In 2001, the Company recorded a write- 
down of Refundable Chilean value added tax of $490,000 based 
on its net realizable value, a provision for doubtful accounts in 
the amount of $346,000 relating to notes receivable from affiliat- 
ed companies and a provision for doubtful accounts in the 
amount of $300,000 relating to the sublease of previously occu- 
pied head office space. 


Equity in losses of associated companies 

The Company’s equity loss of $94,000 in 2003 is attributable to 
the Company’s share of general and administrative expenses 
incurred by Victoria Resource Corporation whereas the 
Company’s equity loss of $424,000 in 2002 was due mainly to 
its share of a Cdn.$1.45 million write-off of several properties in 
Nevada acquired in 1999 and 2000 by Victoria Resource 
Corporation. 


Investment losses (gains) 

Effective August 22, 2002, pursuant to an Assignment agreement 
dated May 17, 2002, the Company assigned all of its rights to 
earn up to a 90% interest in the East Pansky platinum-palladium 
property (“Pansky”), located in the Kola peninsula of Western 
Russia, to Consolidated Puma Minerals Corp. (“Puma”), an affili- 
ate of the Company. In consideration, the Company received 4 
million shares of Puma as reimbursement for $641,000 of the 
Company’s expenditures related to the Pansky property. In addi- 
tion, the Assignment agreement provided for the settlement by 
Puma of $2,845,000 (Cdn.$4,433,000) of accumulated debt 
owed to the Company by the issuance to Bema of 13 million 
Puma common shares. Upon completion of the transaction, the 
Company’s ownership interest in Puma increased from 33% to 
64%. The Company recorded a $1.1 million dilution gain, rep- 
resenting the Company’s share of the proceeds received by 
Puma from the issuance of Puma common shares to unrelated 
third parties. Until August 22, 2002, the Company had account- 
ed for its investment in Puma as an equity investment. Since that 
date, the results of Puma have been consolidated with those of 
the Company. 


In addition in 2002, the Company recorded a gain of $901,700 
as a result of a reversal of prior write-downs to the original car- 
rying value of the Company’s shares in International Minerals 
Corporation (“International Minerals”). In January 2002, 
Ecuadorian Minerals Corporation changed its name to 
International Minerals Corporation. In 2001, the Company real- 
ized a gain of $1.3 million from the sale of Crystallex 
International Inc. (“Crystallex”) shares offsetting a loss of 
$747,000 incurred when the carrying value of the Company’s 
shares in Ecuadorian Minerals Corporation were written down 
to their market value as at December 31, 2001. 


Write-down of mineral properties 


During 2003, the carrying value of the Divisadero property, 
located in El Salvador was written-off resulting in a charge of 
$720,000 to the statement of operations. 


Current and future income tax expense 

Current income taxes include a 24% tax on the net profits for 
the Julietta operations totalling $3 million. In addition, the 
Company is currently reviewing the effects of a recent change in 
foreign income tax legislation affecting unrealized foreign 
exchange gains earned by one of its foreign subsidiaries. As at 
December 31, 2003, although it is not certain whether this new 
legislation will result in any additional taxes, the Company has 
set up a $2 million and $1.7 million current income tax liability 
and future income tax liability, respectively, with respect to cer- 
tain unrealized foreign exchange gains. 


CRITICAL ACCOUNTING POLICIES 


Bema’s accounting policies are described in Notes 1 and 2 to the 

Consolidated Financial Statements. Management considers the 

following policies to be the most critical in understanding the 

judgements that are involved in the preparation of the 

Company’s consolidated financial statements and the uncertain- 

ties that could impact its results of operations, financial condi- 

tion and cash flows. 

- carrying value of goodwill; 

- impairment assessment of the carrying value of property, plant 
and equipment; 

- asset retirement obligations; 

- future income tax assets and liabilities; 

- depreciation, depletion and amortization; and 

- valuation of derivative instruments. 


Carrying value of Goodwill 

At December 31, 2003, the carrying value of the Company’s 
goodwill and undeveloped mineral interest was $27.3 million 
and $42.5 million, respectively. As described in Note 4 to the 
Consolidated Financial Statements, the goodwill arose out of the 
acquisition of the Petrex mining properties and related assets 
owned by Petrex (Proprietary) Limited of South Africa and repre- 
sents the excess of the aggregate purchase price over the fair 
value of identifiable net assets of Petrex. The fair value of the 
identifiable net assets and the resultant allocation to specific 
assets and liabilities was determined based on an assessment by 
Petrex management of the fair value of the mine assets that was 
also used for insurance purposes. Included in the allocation of 
the fair value to acquired assets and liabilities was an allocation 
of an amount of $42.5 million to undeveloped mineral interests. 
The Company views the goodwill as representing a combination 
of the potential for the discovery of additional mineable ounces 
from the Petrex property area acquired in the transaction, above 
and beyond the specific values that were allocated in the pur- 
chase price equation. 


The Petrex mining properties lie within the Archaean 
Witwatersrand basin, a host to the largest gold metallogenic 
province in the world. The properties are located in the East 
Rand basin (“ERB”) of the Witwatersrand basin. Of the nine 
major gold fields within the Witwatersrand basin, the ERB has 
historically been the largest producing gold field, having pro- 
duced about 24% (9,511 tonnes or 306 million ounces) of the 
total Witwatersrand production over the past 114 years. Based 
on the findings of an independent study, a potential global 
resource of 14 million ounces had been identified. The 
Company has assigned a $5 per ounce valuation to the global 
resource in the determination of the carrying value of the good- 
will and the undeveloped mineral interests. The Company evalu- 
ates, at least annually, the carrying amounts of the goodwill to 
determine whether events or circumstances indicate that an 
impairment has occurred. 


Carrying value of property, plant and equipment 


The Company reviews and evaluates the recoverability of the 
carrying value of property, plant and equipment, including net 
smelter royalty interests, on a periodic basis. Estimated future 
net cash flows, on an undiscounted basis, from each mine and 
development property are calculated using estimated recoverable 
ounces of gold (considering current proven and probable 
reserves and mineralization expected to be classified as reserves); 
estimated future gold realization (considering historical and cur- 
rent prices, price trends and related factors); and operating capi- 
tal and reclamation costs. If it is determined that the future cash 
flows from a mine or development property are less than the 
carrying value, a write-down to the estimated fair value is made 
with a charge to earnings. [he Company has determined that 
based on a long-term gold price assumption of $375 per ounce, 
that the total estimated undiscounted future net cash flows from 
any of the Company’s mines and development properties would 
not be less that the carrying value of the related long-lived asset. 
In the test for impairment at the Petrex Mines, a rand — US dollar 
long-term average exchange rate of 8.7 rand to one U‘S. dollar 
was assumed. In the impairment calculation as determined under 
Canadian GAAP, proven and probable reserves including an ele- 
ment of inferred resources was used. However, if only proven 
and probable reserves were to be used, the carrying value of the 
Petrex Mines would have been written-down by $52 million as 
was required under US GAAP. 


Asset retirement obligations 

The Company’s mining and exploration activities are subject to 
various laws and regulations governing the protection of the 
environment. Significant judgements and estimates are made 
when estimating the nature and costs associated with asset 
retirement obligations. Cash outflows relating to the obligations 
are incurred over periods ranging from 5 to 15 years. When con- 
sidering the effect of the extended time period over which costs 
are expected to be incurred, combined with the estimated dis- 
count rate and inflation factors, the fair value of the asset retire- 
ment obligations could materially change from period to period 
due to changes in the underlying assumptions. In addition, the 
asset retirement obligation relating to the Petrex Mines in South 
Africa, which is based on management's best assessment at 
December 31, 2003, may change significantly as the laws gov- 
erning the environment in South Africa have not been well 
defined. 


Future tax assets and liabilities 

The Company recognizes the future tax benefit related to future 
income tax assets and sets up a valuation allowance against any 
portion of those assets that it believes will, more likely than not, 
fail to be realized. Assessing the recoverability of future income 
tax assets requires management to make significant estimates 
related to expectations of future taxable income. Estimates of 
future taxable income are based on forecasted cash flows from 
operations and the application of existing tax laws in each juris- 
diction. In circumstances where the applicable tax laws and reg- 
ulations are either unclear or subject to ongoing varying interpre- 
tations, it is reasonably possible that changes in these estimates 
could occur that materially affect the amount of future income 
tax liabilities recorded at the balance sheet date. 


Depreciation, depletion and amortization 

The Company amortizes its mine property, plant and machinery 
over the life-of-mine using the unit-of-production method based 
on proven and probable reserves and mineralization expected to 
be classified as reserves. The most significant estimate that 
affects these accounting policies is the estimation of the reserves. 
The process of estimating reserves require significant decisions in 
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the evaluation of all available geological, geophysical, engineer- 
ing and economic data. Changes in reserve quantities, including 
changes resulting from gold price and exchange rate assump- 
tions, would cause corresponding changes in amortization 
expense in periods subsequent to the revision, and could result 
in an impairment of the carrying value of the property, plant and 
equipment. 


Valuation of derivative instruments 

In order to qualify for hedge accounting under CICA Accounting 
Guideline 13 “Hedging Relationships” (“AcG 137), all companies 
are required to document, review and test for effectiveness on an 
ongoing basis, each of their existing derivative financial instru- 
ments. Derivative financial instruments that do not qualify for 
hedge accounting under AcG 13 are required to be marked-to- 
market with changes in the fair value recognized as unrealized 
gains or losses in the statement of operations. Effective January 
1, 2003, the Company redesignated all its forward and option 
contracts, and interest rate protection contracts as trading activi- 
ties, with changes in the fair market value of the contracts being 
recorded in the statement of operations. Realized gains and loss- 
es arising on maturity of these derivative contracts are disclosed 
separately in the statement of operations and are no longer 
included in gold revenue. Prior to January 1, 2003, the Company 
had accounted for its forward and option contracts using hedge 
accounting, whereby gains and losses on forward and option 
contracts are deferred and recognized in gold revenue when the 
related designated production is sold. By the adoption of this 
new policy, material changes in the mark-to-market value of the 
derivatives could occur at each balance sheet date depending on 
changes to the spot price of gold. 


LIQUIDITY AND CAPITAL RESOURCES 


As at December 31, 2003, the Company had cash and cash 
equivalents totalling $30.8 million (2002 - $16.7 million). The 
increase in cash in 2003 was due primarily to a private place- 
ment financing in the third quarter of 2003 for Cdn.$69 million. 


The Company had a working capital deficiency at the year-end 
of $9.3 million (2002 working capital - $17.5 million) which was 
caused by the requirement to classify the entire balances of the 
Petrex project loan and rand denominated working capital facili- 
ty, including the long-term portions totalling $29.2 million, as 
current liabilities. The Company is required by the lenders of the 
Julietta project loan facility and the Petrex project loan facility to 
comply with certain loan covenants relating to forward-looking 
ratios, net worth requirements and interest rate protection and 
hedging contracts. At the year-end, the Company is in compli- 
ance with all of its loan covenants relating to the Julietta project 
loan. Petrex, however, was in breach of several loan coverage 
ratios relating to its project loan as at December 31, 2003 and is 
not expected to meet some of its forward-looking loan coverage 
ratios in 2004 mainly as a result of the strength of the South 
African rand. As a result, the Petrex project loan facility and the 
Petrex working capital facility have been classified as current 
liabilities. The loan repayment schedule has not been altered. 
The Company intends to make in 2004 the scheduled loan 
repayments totalling $5.5 million of which $1.5 million was 
paid in March. The Company is in the process of updating 

the life-of-mine plan for the Petrex Mines, after which the 
Company will request from the project loan lenders waivers for 
any loan covenants that may not be in compliance. Bema has 
not provided a guarantee of repayment with respect to the Petrex 


loan facility. 

Operating activities 

The Company had cash from operating activities of $8.1 million 
in 2003, all of which was generated from the Julietta Mine as 


cash flow from the Petrex Mines was negatively impacted by the 
continued strengthening of the rand and by operational ineffi- 
ciencies throughout the year. Cash flow from the Petrex opera- 
tions was affected, firstly, by the minor mill modifications that 
were identified as being necessary in order to increase the mill’s 
throughput and secondly, in the fourth quarter of 2003 when the 
open pit mining did not ramp up as expected to budgeted levels 
and resulted in lower grade ore being delivered to the mill. 


In 2002, the Company achieved its best ever operating perform- 
ance as cash from operations totalled $10.3 million, mainly due 
to the significant cash that was generated from the low cost 
Julietta Mine. The cash generated by Julietta was sufficient to 
cover not only the mine’s own operating costs, but also the 
Company’s general and administrative expense and interest on 
long-term debt. Also included in cash from operations in 2002 
was $5 million from the arbitration settlement with the Refugio 
mine contractor. In 2001, operations consumed cash of $138,000 
as a result of lower production and a lower average realized price 
per ounce of gold sold from the Refugio Mine. Improved operat- 
ing performance at the Refugio Mine compared to previous 
years, combined with the mine being placed on care and mainte- 
nance in June 2001, resulted in lower operating cash costs as 
gold recoveries continued throughout the latter half of the year 
from the leaching of ore previously placed on the pads. 


Financing activities 

During the third quarter of 2003, the Company received net pro- 
ceeds of Cdn.$65.6 million from a private placement of 23 mil- 
lion common shares issued at Cdn.$3.00 per share, Cdn.$5 mil- 
lion from a private placement of flow-through shares to fund the 
Monument Bay 2003 summer exploration program and $7.3 mil- 
lion from the exercise of warrants and stock options. During 
2003, the Company made two scheduled payments on the 
Julietta project loans totalling $11.2 million and three payments 
on the Petrex project loans totalling $8 million. The next sched- 
uled loan repayment date on the Petrex and Julietta project loans 
is March 2004, when $1.5 million and $5.6 million, respectively, 
is to be repaid. As at December 31, 2003, the Company had 
cash on deposit of $3.3 million (2002 - $4.8 million) that is 
restricted for use only to pay the principal and interest payments 
on the Julietta project loans. 


During 2002, the Company completed two private placements 
at a price of Cdn.$1.50 and Cdn.$1.60 per unit for gross pro- 
ceeds of Cdn.$25 million (May) and Cdn.$16 million 
(December), respectively. The proceeds from the May offering 
was used for drilling at the Julietta Mine, potential acquisitions 
in Russia and working capital purposes, whereas all of the pro- 
ceeds from the December offering were designated for general 
corporate and working capital purposes. In addition, the 
Company received $8.6 million from the exercise of warrants 
and options and also completed two brokered private place- 
ments of flow-through shares for gross proceeds of Cdn.$4.35 
million; the latter being designated for use on exploration at the 
Company’s Monument Bay property, located in Manitoba, 
Canada. Furthermore, during the year, the Company issued 24.2 
million common shares on conversion of $16.3 million of con- 
vertible debt. The shares issued upon the conversion of convert- 
ible debt did not result in any additional cash to the Company, 
but did reduce the related future interest expense that would 
have been required to service the debt. As at December 31, 
2002, all convertible debt instruments were converted and the 
debt repaid through the issuance of Bema common shares. In 
August 2002, the Company made the final $3.5 million payment 
on the Refugio project loan, employing some of the funds from 
the arbitration settlement and in September 2002, made the first 
scheduled payment of $5.6 million on the Julietta project loans. 
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In December 2002, the Company repaid to Kinross an amount 
of $2 million relating to the principal portion of the Refugio joint 
venture partner loan plus accrued interest of $973,000, again 
employing funds received from the settlement. 


In December 2001, the Company completed a private placement 
of 16,100,000 units at a price of Cdn.$0.50 per unit for gross 
proceeds of Cdn.$8.1 million. In addition in 2001, the Company 
drew-down the remaining $17.2 million of the $35 million 
Julietta project loans and $4 million of a $5 million convertible 
note overrun facility. The convertible note facility was made 
available for construction cost overrun protection and start-up 
working capital requirements at the Julietta project. During 2001, 
the Company repaid $8 million of the Refugio project loan and 
in the fourth quarter of 2001 renegotiated the repayment date of 
the remaining $4 million principal loan outstanding whereby 
$500,000 became due on March 31, 2002 and $3.5 million on 
June 30, 2002. Financing costs paid in 2001 totalling $1.8 mil- 
lion, consisted mainly of legal and bank fees relating to the 
Julietta project loans and the convertible note facility. 


Investing activities 

On February 14, 2003, pursuant to an arrangement agreement 
dated November 1, 2002 (the “Arrangement”), the Company 
completed a business combination whereby the Company 
acquired all of the issued and outstanding common shares of 
EAGC Ventures Corp. (“EAGC’), a then TSX Venture Exchange 
listed company. As a result, the Company acquired 100% of the 
Petrex mining properties and related assets beneficially owned 
by Petrex (Proprietary) Limited (“Petrex”) in South Africa which 
EAGC had purchased on October 24, 2002. Pursuant to the 
Arrangement, the Company issued (or made available for issue) 
62,854,305 common shares in exchange for all of the outstand- 
ing common shares of EAGC, and exchanged 25,361,750 share 
purchase warrants and 1,250,000 stock options of EAGC for a 
like number of share purchase warrants and stock options of 
Bema. 


On October 24, 2002, EAGC, through a wholly-owned sub- 
sidiary, acquired from Petra Mining Limited (“Petmin”), a South 
African gold mining company the shares of which are listed on 
the JSE Securities Exchange of South Africa, all of the issued and 
outstanding shares of Petmin’s wholly owned subsidiary, Petrex, 
for aggregate consideration of $66.7 million. Petrex is a private 
South African holding company that owns all of the issued and 
outstanding shares of three active subsidiaries involved in the 
mining and extraction of gold on the East Rand Basin in Gauteng 
Province, South Africa. 


In order to complete the $66.7 million acquisition of Petrex, 
EAGC arranged a $35 million loan facility and a working capital 
facility equal to the Rand equivalent of $5 million at draw down 
from a syndicate of banks led by Standard Bank London Limited 
(“SBL’). In connection with this facility, EAGC issued share pur- 
chase warrants to SBL entitling SBL to acquire 1.5 million com- 
mon shares of EAGC at a price of Cdn.$1.40 per share until 
October 24, 2007. Concurrent with the closing of the Petrex 
acquisition, EAGC closed the sale of 47,023,500 special warrants 
at a price of Cdn.$1.40 per special warrant for gross proceeds of 
approximately $42 million. Each special warrant was exercisable 
into one common share of EAGC and one-half share of a share 
purchase warrant. Each whole warrant entitled the holder to 
acquire one additional common share of EAGC at a price of 
Cdn.$1.90 for a period of five years. Under the terms of the 
Arrangement, Bema acquired 11.2 million of the EAGC special 
warrants at a cost of $10 million. On February 4, 2003, Bema 
arranged the private sale of its 11.2 million EAGC special war- 
rants at a price of Cdn.$2.40 per special warrant for gross pro- 
ceeds of $16.9 million. The resulting gain on disposal of $6.9 


million was credited against the purchase price of the 
Company’s acquisition of EAGC. 


In 2003, funds invested in property, plant and equipment 
totalled $56.6 million, of which $35.9 million was incurred with 
respect to the Kupol property, a property located approximately 
940 kilometres northeast of the Julietta Mine and 200 kilometres 
east of the city of Bilibino. Kupol expenditures included a $12.5 
million option payment made in December 2003 and $9.8 mil- 
lion towards an aggressive exploration program that included 
21,860 metres of drilling and extensive trenching, metallurgical 
test work, a site survey, hydrology studies and the collection of 
environmental baseline information. In addition, approximately 
$11.3 million was incurred relating to initial engineering work as 
well as on procurement of equipment and supplies for the 2004 
exploration and development program. 


In February 2004, the Company announced a preliminary indi- 
cated mineral resource estimate for the Kupol property of 2.5 
million tonnes containing 1.8 million ounces of gold and 19 mil- 
lion ounces of silver at an average grade of 22.3 g/t gold and 232 
g/t silver, and an additional 7.1 million tonnes containing 4.2 
million ounces of gold and 55.9 million ounces of silver at aver- 
age grade of 18.4 g/t gold and 243 g/t silver in the inferred cate- 
gory. [he resource estimate confirms that the Kupol vein system 
hosts a large, high-grade gold and silver deposit. Significant gold 
mineralization has been intercepted over 3.1 kilometres of drilled 
strike length and, from surface, to a depth of at least 300 metres. 
Mineralization remains open to the north, south and at depth. 
Based on the exploration results to date, the Company intends 
to fast track the development of the Kupol property. The 
Company is currently procuring equipment and supplies to be 
shipped to site for accelerated exploration and development 
work to be conducted in 2004. The planned exploration and 
development program at Kupol in 2004 will include approxi- 
mately 57,000 metres of drilling to further explore the property 
and conduct infill drilling. The program will also include con- 
struction of a runway for fixed wing aircraft, preparatory earth 
works for mine and mill facilities, geotechnical and condemna- 
tion drill programs, final metallurgical test work, and procure- 
ment of equipment for planned 2005 commencement of mine 
construction, subject to completion of feasibility studies and 
financing. 

Capital expenditures in 2003 also included $7.6 million spent on 
mill modifications and main shaft and underground develop- 
ments at the Petrex Mines and $3.8 million on the Julietta Mine, 
of which $2.4 million was on exploration drilling to explore and 
develop additional reserves beyond those defined in 2002. In 
addition, the Company’s share of Refugio expenditures totalled 
$3 million for a program of exploration and development drilling 
to increase the mineable reserves and mine life and as a result 
improve the economics of the Refugio Mine. Included under 
acquisition, exploration and development in 2003 are $1.5 mil- 
lion of expenditures incurred on the Kola property and $4 mil- 
lion of flow-through expenditures incurred on the Monument 
Bay property in Canada. 


Based on exploration work to date at the Monument Bay prop- 
erty in Manitoba, the Company has identified an estimated high- 
grade inferred resource of 418,000 ounces of gold with an aver- 
age grade of 20.4 grams per tonne of gold. In January 2004, 
Bema commenced a 15,000 - 20,000 metre drill program at the 
property to test and further define the main area of mineraliza- 
tion where the bulk of the inferred resource is contained. 


During the first quarter of 2002, the Company paid approxi- 
mately $2.4 million of Julietta Mine construction payables for 
work completed and costs accrued in 2001. In addition, the 
Company incurred $2.5 million of capital expenditures on the 
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Julietta Mine, of which $1.3 million relates to the ongoing sus- 
taining capital of the mine and $1.2 million relates to an explo- 
ration drill program conducted at the Julietta Mine which began 
in May 2002. In 2002, Bema completed a 10,100-metre surface 
drill program at the Julietta Mine. The program was designed to 
test the V-1 vein at depth and convert some of the inferred 
resources from other veins to measured and indicated resources. 
In addition, drilling was carried out to further test the numerous 
resource veins that remained open along strike and to depth with 
a view to upgrading the resource and defining additional 
reserves. 


Included under investing activities are $5.5 million of arbitration 
settlement proceeds from the claim against the Refugio Mine 
construction contractor that related to repairs and maintenance. 
The $5.5 million, net of deferred arbitration costs of $975,000, 
was credited to the carrying value of the Refugio Mine. During 
2002, a phase 1 and 2 drill program with a budget of $4.5 mil- 
lion commenced at Refugio on the Verde and Pancho deposit, 
with the objective of converting resources to reserves and to 
determine the ultimate size of the Verde deposit which remains 
open at depth. As at December 31, 2002, $891,000 (Bema’s share 
- $446,000) was incurred with respect to this drill program. 


On October 29, 2002, Bema announced that it had entered into 
a letter of intent representing an agreement in principle to 
acquire up to a 75% interest in the high grade Kupol property in 
northeast Russia (see Note 6 to the Notes to the Consolidated 
Financial Statements). On December 5, 2002, pursuant to a 
Definitive Agreement signed between the Company and the 
Government of Chukotka, an autonomous region in Russia, the 
Company made an $8 million option payment and was required 
to incur a minimum of $5 million in exploration expenditures 
over the next 12 months to earn an initial 20% interest in the 
property (completed). 


Also included under acquisition, exploration and development in 
2002, were $1.5 million spent on flow-through expenditures on 
the Monument Bay property in Canada and $618,000 incurred 
on the East Pansky property from August 2002 onwards, the 
date in which Bema acquired a controlling interest in Puma. The 
infrastructure at East Pansky is considered excellent. A 5,100 
metre diamond drill program was carried out in 2002 to evaluate 
the mineralization at the Churazorski zone located at the far- 
eastern end of the property. 


In 2001, the Company spent approximately $20.1 million on 
Julietta Mine construction, mainly on the mill facilities and also 
for underground mine development and tailings pond construc- 
tion. During the construction/ pre-production phase of the mine, 
approximately $3 million relating to interest expense was capital- 
ized and $2.1 million of gold and silver sales revenue was credit- 
ed to mine development costs. In an effort to achieve an early 
start to ore processing, a concerted effort was made to accelerate 
the mill and surface facilities construction during 2001 and as a 
result in early September, ore processing commenced at the 
Julietta Mine, two months ahead of schedule. On December 1, 
2001, the Julietta Mine achieved commercial production after 
having met certain operational criteria for the preceding 30-day 
period. Commercial production was deemed to have com- 
menced when the mine’s mill facility had processed ore for a 30 
day period at a minimum of 75% of designed capacity and 
recoveries were within 75% of projections. 


At the 2001 year-end, the Company included in its accounts $3 
million (Cdn.$4.8 million) for performance fees payable to 
Orocon as certain agreed upon target costs and dates were met 
by Orocon in completing the Julietta Mine construction. To sat- 
isfy the obligation, the Company issued to Orocon a Cdn.$4.8 
million convertible promissory note that was repayable in cash 


or shares, at the option of the Company. 


Included under acquisition, exploration and development in 
2001 are $323,000 of expenditures incurred with respect to the 
Quebrada property, $96,000 spent on the Yarnell property and 
$517,000 expended towards the potential acquisition of new 
properties in Russia. 


The Company in 2001 advanced $283,000 (2000 - $2.1 million) 
to affiliated companies in return for promissory notes. Of the 
$2.1 million advanced in 2000, $2 million was advanced to El 
Callao, an affiliate in which the Company sold its 45% interest 
in late 2000. As a result of this sale, the Company’s funding of 
its affiliated companies was substantially reduced in 2001. 


During 2001, essentially all of the Crystallex shares received by 
the Company as partial consideration for the sale of its 45% 
interest in El Callao were sold for proceeds of $3.8 million. 


Pursuant to an asset purchase agreement dated September 12, 
2000, $14.8 million of debt owed to the Company by El Callao 
and a royalty payable by El Callao to the Company, equal to 2% 
of the cash flow from the Lo Increible gold property in 
Venezuela, was purchased by Crystallex for $7.6 million and a 
1% net smelter return royalty. On September 13, 2000, the 
Company received $3 million of the $7.6 million, with the 
remaining $4.6 million of the purchase price to be paid in two 
installments. The first payment of $2.3 million was paid in 
March 2001 ($1 million paid in cash and $1.3 million in shares) 
and the second payment of $2.3 million was paid in September 
2001. 


RISK AND UNCERTAINTIES 

Gold price 

Bema’s earnings and cash flow from operations are dependent to 
a large extent on the price of gold as its revenues are derived pri- 
marily from gold mining. The spot price of gold is affected by 
many factors beyond the Company’s control, including demand 
for gold bullion, central bank sales, producer hedging activities, 
the relative exchange rate of the U.S. dollar with other major cur- 
rencies, changes in political and economic conditions, and the 
level of global gold production. In order to manage its exposure 
to fluctuations in the gold and silver price and mainly to satisfy 
project loan requirements, the Company periodically uses deriv- 
ative financial instruments including forward contracts and 
options to mitigate the affect on the Company’s operating 
results. For 2004, approximately 80% of Bema’s projected pro- 
duction is protected against a decrease in the gold price through 
the use of put options and forward contracts. Put options offer 
downside protection while allowing the Company to participate 
in any gold price appreciation. Forward contracts are based ona 
fixed gold price and cap the price that will be received for 
ounces sold forward. In 2004, approximately 73% of Bema’s 
projected gold production is leveraged to an increase in the gold 
price of up to $350 per ounce and 58% is leveraged to an 
increase in the gold price above $400 per ounce. Future maxi- 
mum committed gold ounces total approximately 14% of 
Bema’s gold reserves at the Julietta, Petrex and Refugio mines 
and approximately 3% of Bema’s total gold resources at 
December 31, 2003. Gold resources include the reserves and 
resources from the three mines as well as the resources from 
Kupol and the Cerro Casale deposit. 


Interest rate risks 


The Company has entered into project loan agreements with 
respect to its Julietta Mine and Petrex Mines, that have a variable 
rate component that is based on the London Inter Bank Offered 
Rate (“LIBOR”) plus a fixed rate component. As required by the 
Julietta project loan agreements, the Company has entered into 
certain interest rate protection contracts for a portion of the prin- 


cipal amount outstanding. The Company has not put in place 
any interest rate protection agreements with respect to the Petrex 
project loan. 


Estimates of Reserves, Mineral Deposits and Production Costs 


Mineral reserve and mineral resource estimates, although careful- 
ly prepared by Bema or in some instances prepared, reviewed or 
verified by independent mining experts, are estimates only and 
no assurance can be given that any particular level of recovery of 
gold from ore reserves will in fact be realized or that an identi- 
fied mineral resource will ever qualify as a commercially mine- 
able (viable) ore body which can be legally and economically 
exploited. Estimates of reserves, mineral resources and produc- 
tion costs can also be affected by such factors as environmental 
permitting, regulations and requirements, weather, environmen- 
tal factors, unforeseen technical difficulties, unusual or unexpect- 
ed geological formations and work interruptions. In addition, the 
grade of ore ultimately mined may differ from that indicated by 
drilling results. Material changes in ore reserves, grades, stripping 
ratios or recovery rates may affect the economic viability of proj- 
ects. Ore reserves are reported as general indicators of mine life. 
Reserves should not be interpreted as assurances of mine life or 
of the profitability of current or future operations. 


Foreign Countries and Laws and Regulations 

Bema’s most important assets are located in Russia, Chile and 
South Africa. Mineral exploration and mining activities may be 
affected in varying degrees by political instability and govern- 
ment regulations relating to the mining industry. Any changes in 
regulations or shifts in political conditions are beyond the con- 
trol of Bema and may adversely affect its business. The 
Company’s acquisition of the Petrex Mines in 2003 has provided 
the Company with increased geographical diversification of its 
mining operations. 

The business of gold mining involves many operational risks and 
hazards. Operations may be affected in varying degrees by gov- 
ernment regulations with respect to restrictions on various areas, 
including production, price controls, export controls, income 
taxes, expropriation of property, environmental legislation and 
mine safety. Through high operational standards, emphasis on 
training and continuous improvements, Bema has worked to 
reduce the mining risks at its mining operations. 


Russian corporate law is not extensively developed and is still 
very much evolving from the former Soviet times. There are cor- 
porate law requirements of a technical nature that are not com- 
plied with by significant numbers of Russian corporations, 
which rarely result in action being taken by the authorities. 
There is a risk, however, of arbitrary action being taken against 
any of such Russian corporations, including OMGC, due to 
these technical irregularities, and the result of such action could 
be materially adverse to OMGC and the Company. 


Title matters 

Only a small number of the mining claims in which Bema has an 
interest are held under governmental lease or patent. Accordingly, 
other parties may dispute Bema’s title to its mining and other 
interests. 


While Bema has diligently investigated title to all mineral claims 
and, to the best of its knowledge, title to all properties is in good 
standing, this should not be construed as a guarantee of title. 
The properties may be subject to prior unregistered agreements 
or transfers or native land claims (in the case of its properties in 
North America) and title may be affected by undetected defects. 
If a title defect does exist, it is possible that Bema and / or its 
subsidiaries may lose all or part of its interest in properties to 
which the title defect relates. 


The Julietta license confers upon OMGC the right to explore, 
develop and mine the Julietta deposit and the Julietta license 
area. As with many Russian mineral properties affected by the 
transitory nature of the legal system, there are certain issues 
relating to the Julietta project which may adversely affect 
OMGC’s interest. OMGC has taken and will continue to take all 
appropriate steps to protect its interest. Based on the document- 
ed support of all levels of the Russian government, including the 
extension of time for the fulfilment of certain obligations of the 
Julietta project, management believes that it is unlikely that 
OMGC’s interest in the project will be negatively impacted. 


Exploration and Development 

The costs and results of its exploration and development pro- 
grams affect Bema’s profitability. As mines have limited lives 
based on proven and probable mineral reserves, Bema actively 
seeks to replace and expand its mineral reserves, primarily 
through exploration and development of its existing properties, 
but also through additional drilling at its Julietta Mine, Refugio 
Mine and Petrex Mines. Although Bema has been successful in 
the past in expanding its mineral reserves, there can be no assur- 
ance that the Company will be successful in the future. 


Environmental 

The current or future operations of Bema, including develop- 
ment activities, commencement of production on its properties, 
potential mining and processing operations and exploration 
activities require permits from various governmental authorities 
and such operations are and will be governed by laws and regu- 
lations governing prospecting, development, mining, production, 
exports, taxes, labour standards, occupational health, waste dis- 
posal, toxic substances, land use, environmental protection, 
mine safety and other matters. While the Company has budget- 
ed for future capital and operating expenditures to maintain 
compliance with environmental laws and permits, there can be 
no assurance that these laws will not change in the future in a 
manner that could have an adverse effect on the Company’s 
financial condition, liquidity or results of operations. To the best 
of Bema’s knowledge, Bema is operating in compliance with all 
applicable environmental regulations. 


Foreign currency exchange 

Bema maintains its accounts in U.S. dollars. Bema’s operations in 
Russia, Chile and South Africa and, to a certain extent, its head 
office in Vancouver make it subject to foreign currency fluctua- 
tions and such fluctuations may materially affect Bema’s finan- 
cial position and results. The Company’s operating results and 
cash flows are affected to a varying degree by changes in the 
U.S.§ / Canadian dollar exchange rate, the U.S.$ / Russian rouble 
exchange rate, the U.S.$ / Chilean peso exchange rate and in 
2008, the U.S.$ / South African rand exchange rate. 


The Company has in the past maintained a substantial amount 
of its cash in Canadian dollars as most, if not all, of the proceeds 
from equity financing undertaken by Bema were denominated in 
Canadian dollars. The Company purchases U.S. dollars only as 
the need arises in order to fund its exploration and development 
projects. Corporate expenditures are incurred mainly in 
Canadian dollars. In Russia, the currency risk is mitigated in that 
approximately 75% of the gold revenue from the Julietta Mine, 
the majority of the operating and capital expenditures and the 
Julietta project loans are denominated in U.S. dollars. In South 
Africa, as the majority of the Petrex Mines’ operating and capital 
expenditures are rand denominated, the Company has entered 
into rand denominated put option contracts in order to mitigate 
currency fluctuations as required under the Petrex project loan 
agreement. However, as the Company reports in U.S. dollars, 
any appreciation or devaluation in the South African currency 
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vis-a-vis the U.S. dollar would have a corresponding increase or 
decrease in reported revenue and costs, and may also result in 
unrealized foreign exchange gains or losses on the rand denomi- 
nated monetary assets and liabilities. 


OUTLOOK 

The Company’s current priorities include continuing to upgrade 
the existing reserves and resources at the Julietta Mine and also 
working towards optimising the mining and processing opera- 
tions at the Petrex Mines with a view to increasing production 
and reducing operating costs. Towards this end, the Company 
will be spending approximately $2 million on a drill program at 
Petrex and approximately $4.5 million on an exploration pro- 
gram at Julietta in 2004. 


The Company intends to continue with exploration and feasibili- 
ty work in 2004 on the Kupol project in Russia, as well as explo- 
ration on its Monument Bay property in Canada. Management 
believes that the Company has some of the most promising 
exploration and development properties, two of which, Kupol 
and Cerro Casale, are considered to be world class in nature. 


The Company’s future production growth is expected to come, 
firstly, from the recommencement of production at the 50% 
owned Refugio Mine in Chile, scheduled for late 2004. Due to 
higher gold prices and a successful drill program that resulted in 
a significant increase in reserves, the decision was made by 
Bema and joint venture partner, Kinross, to invest $100 million 
to recommence mining and increase throughput at the Refugio 
crushing plant. Beginning in 2005, the Refugio Mine’s annual 
production will average approximately 250,000 ounces of gold 
(the Company’s share — 125,000 ounces) at a total cash cost of 
$225 per ounce over a minimum 9-year mine life. 


Second in the Company’s production growth plans is the Kupol 
project in Far Eastern Russia, where the Company made a major 
high grade gold and silver discovery in 2003. Based on the suc- 
cessful exploration results, management believes that the Kupol 
discovery will become a large high-grade gold and silver producer, 
subject to completion of a feasibility study and financing. 


Based on this belief, the decision was made to fast track further 
exploration and development of the Kupol project. In 2004, the 
Company plans to complete a Preliminary Economic Assessment 
Report on Kupol in May and expend approximately $25 million 
on exploration and feasibility work to better define the ultimate 
size and potential of Kupol. A final feasibility study is targeted to 
be completed by April 2005. Furthermore, an additional $20 mil- 
lion will be spent this year on development work which will 
include mill and mine site development, a camp expansion, air 
strip construction and equipment procurement. The Company is 
looking at obtaining a $60 million bridge loan facility for the 
Kupol project in order to fund these activities. Assuming a posi- 
tive production decision, the Company’s preliminary schedule is 
to complete construction of the Kupol mine by late 2007. 


Third in the Company’s growth profile is the Cerro Casale 
deposit in Chile. Bema discovered Cerro Casale in 1995, and 
now has a 24% interest in one of the largest undeveloped gold- 
copper deposits in the world. In 2003, prompted by higher 
metal prices, Placer Dome Inc. (“Placer”) began an update of its 
2000 feasibility study on Cerro Casale. The updated feasibility 
study, completed in March 2004, indicates that Cerro Casale 
remains a robust economic project, despite a 16% increase in 
projected capital costs and a marginal 4% increase in operating 
costs. Based on the updated study, Cerro Casale is projected to 
produce an average of 975,000 ounces of gold and 130,000 
tonnes of copper annually over an 18-year mine life. Assuming 
an average copper price of $0.95 per pound, cash costs net of 
copper credits are projected to be approximately $111 per ounce 
of gold, and total costs approximately $225 per ounce. 


Based on recent positive discussions with potential lenders, 
Placer on behalf of Compania Minera Casale, (the Chilean joint 
venture company indirectly owned 51% by Placer, 24% by 
Bema and 25% by Arizona Star), is pursuing financing for the 
development of the deposit. In order to retain its 51% interest 
in Cerro Casale, Placer is required to arrange up to $1.3 billion of 
financing for mine construction, including $200 million of equity 
in the project on behalf of the partners, within 15 months of the 
project being 50% third party financeable. Given the robust proj- 
ect economics and current strong gold and copper prices, the 
Company remains confident that Cerro Casale will be financed 
and developed. Bema’s share of production would be approxi- 
mately 234,000 ounces of gold per year for 18 years. 


On February 25, 2004, the Company completed an offering of 
$70 million senior unsecured convertible notes maturing 
February 26, 2011. The net proceeds of the offering will be used 
toward the recommencement of gold mining operations at 
Refugio, toward the exploration and development of the Kupol 
property and for general corporate purposes. [he Company is 
expecting to fully repay the Julietta Mine project loan during 
2004 and plans to be project debt free at two of its three produc- 
ing gold mines by the end of 2004. 


Management believes that the Company will be able to fund its 
capital projects with the finalization of the Kupol bridge loan 
facility and by utilizing its current cash balance. However, 
should the Kupol bridge loan facility not be completed, the 
Company will be required to obtain alternative financing during 
the year in order to meet all of its exploration and development 
objectives in 2004. The Company’s goal is to continue to 
increase annual gold production to over 1,000,000 ounces from 
further development of its existing assets. 


Non- GAAP Measures 
Cash cost per ounce data are intended to provide additional 
information and should not be considered in isolation or as a 
substitute for measures of performance prepared in accordance 
with GAAP. 
2003 2002 2001 
(‘000’s) (000's) (000’s) 
Operating costs per financial 
statements $ 69,110 $ 18519 $16,639 
Inventory sales adjustment 817 161 (56) 


Cash production costs $ 69,927 $ 18680 $16,583 


Gold production (in ounces) 250,315 117,319 73,430 
Total cash cost per ounce of 
gold production $ 279. t= 41S eee 


Total cash cost per ounce data are calculated in accordance with the Gold 
Institute Production Standard. Cash cost per ounce is derived from 
amounts included in the Statements of Operations and include mine site 
operating costs such as mining, processing, administration, smelting, 
refining, transportation costs, royalties and production taxes less silver 
by-product credits. 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The consolidated financial statements of Bema Gold 
Corporation and the information contained in the annual 
report have been prepared by and are the responsibility of 
the management of the Company. The financial statements 
have been prepared in accordance with Canadian generally 
accepted accounting principles (“GAAP”) and reconciled to 
United States GAAP as set out in Note 17 and, where appro- 
priate, reflect management's best estimates and judgements 
based on currently available information. 


The Audit Committee of the Board of Directors, con- 
sisting of three independent directors, meets periodically 
with management and the independent auditors to review 
the scope and results of the annual audit, and to review the 


financial statements and related financial reporting matters 
prior to submitting the financial statements to the Board for 
approval. . 


The Company’s independent auditors, 
PricewaterhouseCoopers LLP, who are appointed by the 
shareholders, conduct an audit in accordance with Canadian 
generally accepted auditing standards. Their report outlines 
the scope of their audit and gives their opinion on the con- 
solidated financial statements. 


Management has developed and maintains a system of 
internal controls to provide reasonable assurance that the 
Company’s assets are safeguarded, transactions are author- 
ized and financial information is accurate and reliable. 


gee) - 


Vice-President, Finance 
March 12, 2004 


resident an 
Chief Executive Officer 


AUDITORS' REPORT 


To the Shareholders of Bema Gold Corporation 


We have audited the consolidated balance sheets of 
Bema Gold Corporation as at December 31, 2003 and 2002 
and the consolidated statements of operations, deficit and 
cash flows for each of the years in the three-year period 
ended December 31, 2003. These consolidated financial 
statements are the responsibility of the Company's manage- 
ment. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 


We conducted our audits in accordance with Canadian 
generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reason- 
able assurance whether the consolidated financial statements 
are free of material misstatement. An audit includes examin- 


ing, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements. An audit 
also includes assessing the accounting principles used and 
significant estimates made by management, as well as evalu- 
ating the overall financial statement presentation. 


In our opinion, these consolidated financial statements 
present fairly, in all material respects, the financial position of 
the Company as at December 31, 2003 and 2002 and the 
results of its operations and its cash flows for each of the 
years in the three-year period ended December 31, 2003 in 
accordance with Canadian generally accepted accounting 
principles. 


Prerantirhrunferprrs LLP 


Chartered Accountants 


Vancouver, BC, Canada March 12, 2004 


Comments by Auditors for U.S. Readers on Canada — U.S. Reporting Difference 


In the United States, reporting standards for auditors require 
the addition of an explanatory paragraph (following the opin- 
ion paragraph) when there is a change in accounting policies 
that has a material effect on the comparability of the compa- 
ny’s financial statements such as the changes described in 
Note 2 to the financial statements. Our report dated March 


12, 2004 is expressed in accordance with Canadian reporting 
standards, which do not require reference to such a change 
in accounting policies in the auditors’ report when the 
change is properly accounted for and adequately disclosed in 
the financial statements. 


Drermatirheuatlorpery LLP 


Chartered Accountants 


Vancouver, BC, Canada March 12, 2004 


ee 


CONSOLIDATED BALANCE SHEETS 


as at December 31 


(in thousands of United States dollars) 


2003 2002 

ASSETS 

Current 
Cash and cash equivalents $930,773 ~$ 10/006 
Accounts receivable 5,754 2,278 
Marketable securities (Note 17) 3,007 BE2 
Inventories (Note 3) 14,932 9o19 
Other 4,845 892 
59,871 2,019 
Investments (Note 5) 2,706 12,664 
Property, plant and equipment (Note 6) 290,822 148,906 
Goodwill (Note 4) 27 ,344 — 
Unrealized fair value of derivatives (Notes 2, 10 and 11) 20,792 - 
Deferred losses (Note 2) 3,965 - 
Other assets (Note 7) 14,206 1 737, 
$419,706 $205,976 

LIABILITIES 

Current 
Accounts payable D, 23,292) sonic)? 
Current portion of long-term debt (Note 8) 45,864 Lab ey 
69,156 15,146 
Unrealized fair value of derivatives (Notes 2, 10 and 11) 48,382 ~ 
Long-term debt (Note 8) 7,084 18,250 
Future income tax liabilities (Note 73) 2,098 ~ 
Asset retirement obligations (Note 2) 15,380 3,676 
Other liabilities 3,465 2,754 
Non-controlling interest 830 892 


146,395 40,718 


SHAREHOLDERS’ EQUITY 
Capital stock (Note 9) 


Authorized 
Unlimited number of common shares with no par value 
Issued 
355,688,190 common shares (2002 — 255,997,194) 441,309 317,494 
Share purchase warrants and stock options (Note 4) 14,814 = 
Deficit (182,812) (152,236) 


273,311 165,258 
$419,706 $205,976 


Commitments (Notes 6 and 10) 
Subsequent events (Note 18) 


Approved by the Board ? 
See accompanying Director Director 
notes to consolidated 
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CONSOLIDATED STATEMENTS OF OPERATIONS 


for the years ended December 31 
(in thousands of United States dollars, except shares and per share amounts ) 


2003 2002 2001 
Gold revenue $86,817 $36,286 $21,209 
Expenses 
Operating costs 69,110 18,519 16,639 
Depreciation and depletion 17,909 12,476 5,840 
Write-down of inventory 342 - 2,248 
Other 2,301 367 269 
89,742 31362 24,996 
Arbitration settlement (Note 6) ~ (4,169) - 
89,742 27,193 24,996 
Operating (loss) earnings (2,925) ASS (3,787) 
Other expenses (Income) 
General and administrative 7jlZo 3,821 2,844 
Interest on long-term debt 4,298 4,089 1,200 
Amortization of deferred financing costs 15707 2,836 De 
General exploration 340 284 304 
Stock-based compensation 3,147 - 
Foreign exchange (gains) losses (1,747) 780 168 
Other 524 ol OD 
15,394 13,822 7,800 
Loss before taxes and other items 18,319 4,229 11,643 
Realized derivative gains (2,362) - - 
Unrealized derivative losses 7,481 - - 
Equity in losses of associated companies 94 424 129 
Investment losses (gains) (Note 5) 45 poo) (554) 
Write-off of mineral property (Note 6) 720 ~ - 
Loss before income taxes 24,297 2,696 11,218 
Current income tax 5,024 561 - 
Future income tax iPZoO ~ _ 
Loss for the year $30,576 Ba $11,218 
Loss per common share — basic and diluted $ 0,09 § 0,02 $ 0.07 
Weighted average number of common shares 
outstanding (in thousands) 323,475 220,384 166,750 


See accompanying 
notes to consolidated 
financial statements. 
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See accompanying 
notes to consolidated 
financial statements. 


CONSOLIDATED STATEMENTS OF DEFICIT 


for the years ended December 31 


(in thousands of United States dollars) 


Deficit, beginning of year, as previously reported 


Change in accounting policy (Note 2) 


Restated balance, beginning of year 
Loss for the year 
Charges related to convertible debt 


Deficit, end of year 


2003 2002 20014 
$152,557 $149,145 $137,188 
(321) (454) (334) 
152,236 148,691 136,854 
30,576 3257 11,218 

= 288 619 
$182,812 $152,236 $148,691 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


for the years ended December 31 
(in thousands of United States dollars) 


2003 2002 20014 
Operating activities 
Loss for the year $(30,576)  $(8,257) $(11,218) 
Non-cash charges (credits) 
Depreciation and depletion 17,909 12,476 5,905 
Amortization of deferred financing costs A07 2,836 Dah 
Equity in losses of associated companies 94 424 100 
Derivative instruments 10,565 942 (1,696) 
Investment losses (gains) 45 957) (554) 
Write-off of mineral property 720 - - 
Write-down of inventory 342 - 2,248 
Foreign exchange 548 96 (1) 
Stock-based compensation 3,147 ~ ~ 
Future income tax expense 17259 - - 
Other 743 1529 459 
Changes in non-cash working capital (Note 15) 1,629 (2,760) 2,388 
8,128 10,329 (138) 
Financing activities 
Common shares issued, net of issue costs (Note 9) 58,714 35,872 4,609 
Subsidiary shares issued (Note 5) - 1,540 = 
Julietta project loans and overrun facility - - 21,200 
Julietta project loan repayments (11,167) (5,583) - 
Petrex project loan repayments (8,000) - - 
Refugio loans repayments - (6,000) (8,000) 
Deferred financing costs - = (1,840) 
Other (450) (1,345) (303) 
39,097 24,484 15,666 
Investing activities 
Petrex Mines (75098) = - 
Julietta Mine (3,813) (Apolo) — 
Refugio exploration and development (2,981) (446) (111) 
Julietta development and construction - (2,435) (20,064) 
Kupol exploration and development (35,920) (8,684) ~ 
Acquisition, exploration and development (6,275) (2,145) (1,082) 
Arbitration settlement (Note 6) - 512 = 
Acquisition of EAGC, net cash acquired (Note 4) 6,742 = = 
Sale/ (purchase) of EAGC special warrants (Note 4) 16,935 (10,000 = 
Proceeds from the sale of notes receivable - - 3,300 
Other (977) (1,475 G,000 
(33,682) (2192 (14,621) 
Effect of exchange rate changes on cash 
and cash equivalents 772 (96) 1 
Increase in cash and cash equivalents 14,115 IP so) 908 
Cash and cash equivalents, beginning of year 16,658 4,133 S,220 
Cash and cash equivalents, end of year $30,773 $16,658 $4,133 


Supplementary cash flow information (Note 15) 


See accompanying 
notes to consolidated 
financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 2003, 2002 and 2001 


(all tabular amounts are in thousands of United States dollars unless otherwise stated) 


——————— 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Bema Gold Corporation (“Bema”), its subsidiary companies and 
joint ventures (collectively “the Company”) are engaged in gold 
mining and related activities, including exploration, extraction, 
processing and reclamation. Gold, the primary product, is pro- 
duced in Russia, South Africa and Chile with exploration activi- 
ties in Canada, Chile, Russia and the United States. 


The Company’s consolidated financial statements are prepared 
in accordance with accounting principles generally accepted in 
Canada. As described in Note 17, these principles differ in cer- 
tain material respects from accounting principles generally 
accepted in the United States. 


The United States dollar is the principal currency of the 
Company’s business; accordingly, these consolidated financial 
statements are expressed in United States dollars. 


Certain of the prior years’ comparative figures have been reclas- 
sified to conform with the presentation adopted for the current 
year. 


Use of estimates 
The preparation of these consolidated financial statements in 
conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclo- 
sures of contingent assets and liabilities at the date of the finan- 
cial statements and the reported amounts of revenues and 
expenses during the reporting period. Actual results could differ 
from those estimates. 


Principles of consolidation 
These consolidated financial statements include the accounts of 
Bema and its subsidiaries and a proportionate share of the assets, 
liabilities, revenues and expenses of incorporated joint ventures 
in which the Company has an interest. Joint ventures of the 
Company include Compania Minera Maricunga (“CMM”) and 
Compania Minera Casale (“CMC”). Intercompany balances and 
transactions are eliminated on consolidation. 


Cash and cash equivalents 
Cash and cash equivalents include all highly liquid money mar- 
ket instruments which have a term to maturity of three months 
or less at the acquisition date. 


Marketable securities 


Marketable securities are carried at the lower of cost or quoted 
market value. 


Inventories 
Gold inventories are valued at the lower of average production 
cost or net realizable value. Stock-pile and in-process inventories 
are valued at the lower of moving average cost or net realizable 
value. Materials and supplies inventories are valued at the lower 
of average cost or current replacement cost. 


Investments 
Investments in companies over which the Company can exercise 
significant influence are accounted for using the equity method. 
Other long-term investments are carried at cost unless there is an 
other than temporary impairment in carrying value, in which 


case the investment is written down to estimated recoverable 
value. 


Property, plant and equipment 
Mine property, plant and equipment are recorded at cost. 
Repairs and maintenance expenditures are charged to operations; 
major improvements and replacements which extend the useful 
life of an asset are capitalized. Mine property, plant and machin- 
ery are amortized over the life of the mine by the unit-of-pro- 
duction method based on proven and probable reserves and 
mineralization expected to be classified as reserves. Mining 
equipment is depreciated on a straight-line basis, net of residual 
value, over the estimated useful life of the asset. Prior to com- 
mercial production, pre-production expenditures and start-up 
costs, net of revenue, are capitalized to plant and equipment. 


Commercial production is deemed to have commenced on the 
first day of a calendar month following a 30 day period where 
the mine’s mill facility has processed ore at a minimum of 75% of 
designed capacity and recoveries are within 75% of projections. 


The cost of mineral properties includes direct exploration and 
development costs including administrative expenses and certain 
deferred costs that can be directly related to specific projects. 
Interest and financing costs relating to the construction of plant 
and equipment are capitalized prior to the commencement of 
commercial production of a new mine. 

Some of the Company's properties are in the exploration and 
development stage and have not yet attained commercial pro- 
duction. The ultimate realization of the carrying value of proper- 
ties in the exploration and development stage is dependent upon 
the successful development or sale of these properties. 


Exploration and associated costs relating to non-specific projects/ 
properties are expensed in the period incurred. Significant prop- 
erty acquisition, exploration and development costs relating to 
specific properties for which economically recoverable reserves 
are believed to exist are deferred until the project to which they 
relate is sold, abandoned or placed into production. Costs relat- 
ed to properties abandoned are written off when it is determined 
that the property has no continuing value. 


Property evaluations 
The Company reviews and evaluates the recoverability of prop- 
erty, plant and equipment and net smelter royalty interest on a 
periodic basis. Estimated future net cash flows, on an undis- 
counted basis, from each mine and development property are 
calculated using estimated recoverable ounces of gold (consider- 
ing current proven and probable reserves and mineralization 
expected to be classified as reserves); estimated future gold real- 
ization (considering historical and current prices, price trends and 
related factors); and operating capital and reclamation costs. 
Reductions in the carrying value of property, plant and equip- 
ment, with a corresponding charge to earnings, are recorded to 
the extent that the estimated future net cash flows are less than 
the carrying value. 


Estimates of future cash flows are subject to risks and uncertain- 
ties. It is reasonably possible that changes could occur in the 
near-term which may affect the recoverability of property, plant 
and equipment. 


Revenue recognition 
Revenue is recorded at the estimated net realizable value when 
title has passed. Adjustments to these amounts are made after 
final prices, weights and assays are established. Silver revenues 


are recorded as a cost recovery. The Company may fix the price 
it will receive for part or all of its production by entering into 
forward or option contracts. 


Deferred financing costs 
Financing costs incurred on issuance of debt are deferred and 
charged against earnings over the term of the indebtedness except 
for those amounts capitalized to mineral properties. 


Foreign currency translation 
The accounts of subsidiaries and associated companies not 
reporting in U.S. dollars, which are all integrated operations, are 
translated into U.S. dollars using the temporal method. Under 
this method, monetary assets and liabilities are translated at the 
year-end exchange rates. Non-monetary assets and liabilities are 
translated using historical rates of exchange. Revenues and 
expenses are translated at the rates of exchange prevailing on the 
dates such items are recognized in earnings except for depletion 
and amortization of plant, property and equipment which are 
translated at the same rates as the assets to which they relate. 
Exchange gains and losses are included in income for the year. 


Convertible debt instruments 
The equity and financial liability components of convertible debt 
instruments are presented separately in accordance with their 
substance. The financial liability component is accreted by way 
of a charge to earnings and interest payments are applied against 
the accrued financial liability. Accretion of the equity component 
is recorded as a direct charge to deficit. Financing costs related to 
and offset against the equity component of convertible debt are 
amortized as a charge to deficit over the term of the related 
instrument. Interest, payable in shares at the option of the 
Company, is charged directly to deficit. The principal amount of 
convertible debt instruments is shown net of financing charges. 

Future income taxes 
The Company uses the asset and liability method of accounting 
for future income taxes. Under this method of tax allocation, 
future income tax assets and liabilities are recognized for tempo- 


2 CHANGES IN ACCOUNTING POLICIES 


(i) Asset retirement obligations 


Effective January 1, 2008, the Company early adopted CICA 
3110, “Asset Retirement Obligations” retroactively with restate- 
ment of prior years’ comparative figures. This new section focus- 
es on the recognition and measurement of liabilities for statuto- 
ry, contractual or legal obligations associated with the retirement 
of property, plant and equipment when those obligations result 
from the acquisition, construction, development or normal oper- 
ation of the assets. The obligations are measured initially at fair 
value (using present value methodology) and the resulting costs 
capitalized into the carrying amount of the related asset. In sub- 
sequent periods, the liability is adjusted for the accretion of dis- 
count and any changes in the amount or timing of the underly- 
ing future cash flows. The related asset is adjusted only as a 
result of changes in the amount or timing of the underlying cash 
flows. The capitalized asset retirement cost is depreciated on the 
same basis as the related asset; discount accretion is included in 
determining the results of operations. This differs from the prior 
practice, which involved accruing for the estimated reclamation 
and closure liability through annual charges to operations over 
the estimated life of the mine. 


The effect of the adoption of CICA 3110 on the balance sheet as 
at December 31, 2002 resulted in a $1.9 million increase to asset 
retirement obligations, a $2.2 million increase to property, plant 
and equipment and a decrease in deficit of $321,000. The effect 


rary differences between the tax and accounting bases of assets 
and liabilities as well as for the benefit of losses available to be 
carried forward to future years for tax purposes. The amount of 
future tax assets recognized is limited to the amount that is more 
likely than not to be realized. 


Loss per share 
Loss per common share is calculated using the weighted average 
number of common shares outstanding during each year. 
Diluted loss per common share is calculated using the treasury 
stock method which assumes that stock options are only exer- 
cised when the exercise price is below the average market price 
during the period, and that the Company will use these pro- 
ceeds to purchase its common shares at their average market 
price during the period. 


Goodwill 
Acquisitions are accounted for using the purchase method 
whereby acquired identifiable assets and liabilities are recorded 
at fair value at the date of acquisition. The excess of the pur- 
chase price over such fair value is recorded as goodwill. Pursuant 
to CICA 3062, “Goodwill and Other Intangible Assets”, goodwill 
is assigned to assets acquired and is not amortized. Goodwill is 
subject to determination of fair value at least annually and at 
such times as events or circumstances indicate that an impair- 
ment has occurred. 


Deferred stripping costs 
Mining costs incurred related to the removal of waste rock at 
open-pit mines, commonly referred to as “stripping costs”, are 
generally capitalized under other assets. Amortization, which is 
calculated using the unit-of-production method, is charged to 
operating costs, using a stripping ratio calculated as the ratio of 
total tons of waste rock to be removed to the total tons of ore to 
be recovered over the life of the open pit. This policy results in 
the smoothing of these costs over the life of the pit rather than 
expensing them as incurred. Stripping costs are included in the 
carrying amount of the Company’s mining properties for the 
purpose of assessing whether any impairment has occurred. 


of the restatement on the statement of operations in 2002 result- 
ed in an increase to depreciation expense of $125,000 (2001 - 
$96,000) and an increase to other operating expenses of $9,000 
(2001 - decrease of $216,000). 


The Company’s asset retirement obligations consist primarily of 
costs associated with mine reclamation and closure activities. 
These activities, which tend to be site specific, generally include 
costs for earthworks, including detoxification and recontouring, 
revegetation, water treatment and demolition. In determining the 
estimated costs, the Company considers such factors as changes 
in laws and regulations and requirements under existing permits. 
Such analysis are performed on an ongoing basis. In calculating 
the fair value of the Company’s asset retirement obligations, 
management used a credit adjusted risk-free rate applicable to 
each geographic location. 


(ii) Commodity instruments 


The Company uses derivative financial instruments including 
forward and option contracts as required under project loan doc- 
uments to manage its exposure to fluctuations in the market 
price of gold. These instruments are intended to reduce or elimi- 
nate the risk of falling prices on the Company’s future gold pro- 
duction and changes in the U.S. dollar/ rand exchange rates. In 
addition, the Company enters into interest rate swaps as 
required under project loan documents in order to reduce the 
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impact of fluctuating interest rates on its long-term debt. These 
swap agreements require the periodic exchange of payments 
without the exchange of the notional principal amount on which 
the payments are based. 


In the fourth quarter of 2008, the Company reviewed its existing 
hedge accounting treatment of certain derivative financial instru- 
ments in accordance with CICA Accounting Guideline 13, 
"Hedging Relationships" ("AcG 13") which establishes new crite- 
ria for hedge accounting. AcG 13 must be applied effective 
January 1, 2004, but earlier adoption is encouraged. The 
Company has applied early prospective adoption of AcG 13, 
effective January 1, 2003. ~ 


In order to qualify for hedge accounting under AcG 13, the 
Company would be required to document, review and test for 
effectiveness, on an ongoing basis, each of its existing derivative 
financial instruments. Derivative financial instruments that do 
not qualify for hedge accounting under AcG 13 are required to 
be marked to market with changes in the fair value recognized as 
unrealized gains or losses in the statement of operations. 
Although some of the Company's existing derivative financial 
instruments would qualify for hedge accounting, most would 
not qualify even though in management's opinion some of these 
contracts continue to be effective in mitigating the Company’s 
exposure to commodity price, interest rate and foreign currency 
fluctuations. Having reviewed the current guidelines relating to 
hedge accounting, management is of the opinion that in order to 
provide more transparency and consistency in the manner in 
which hedging transactions are reported, the Company would 
instead mark-to-market all of its derivative financial instruments. 


As a result, effective January 1, 2003, the Company has redesig- 
nated all forward and option contracts and interest rate protec- 
tion contracts as trading activities, with changes in the fair mar- 
ket value of the contracts being recorded as unrealized gains and 
losses in the statement of operations. In addition, realized gains 
and losses arising on maturity of these derivative contracts are 
also now disclosed separately in the statement of operations. 
Prior to January 1, 2003, the Company had accounted for its for- 
ward and option contracts using hedge accounting, whereby 
recognition of the gains and losses on these contracts was deferred 
and recognized in gold sales revenue when the related designat- 
ed production was sold. In addition, the Company had designat- 
ed its interest rate hedge agreements as cash-flow hedges of the 
underlying debt. Interest expense on the debt was adjusted to in- 
clude payments made or received under the interest rate swaps. 


In accordance with the transitional rules of AcG 13, hedge 
accounting applied to a hedging relationship in prior periods is 
not reversed. Gains or losses previously deferred as a result of 
applying hedge accounting continue to be carried forward for 
subsequent recognition in income in the same period as the cor- 
responding revenues or expenses associated with the hedging 
item. Accordingly, the Company's net deferred hedging losses, 
totalling approximately $7 million, resulting mainly from a mark- 
to-market adjustment on adoption of AcG 13, continue to be 
deferred and netted against gold sales revenue when the desig- 
nated production relating to these transactions occur. The net 
deferred hedging losses of $7 million consisted of the unrealized 
fair value of the Company's commodity financial instruments on 
January 1, 2003 of approximately negative $8 million, offset by 
approximately $1 million in hedging gains which had been 
deferred as at December 31, 2002. At December 31, 2003, the 
net remaining balance of the deferred hedge losses totalled 
approximately $4 million, which is to be amortized and charged 
to revenue over a period that ends in June 2005. 


(iii) Stock-based compensation 


Effective January 1, 2003, the Company early adopted CICA 
3870 “Stock-based Compensation and Other Stock-based 
Payments ” which requires fair value accounting for all stock 
options issued during the year. Compensation expense for 
options granted is determined based on the estimated fair values 
of the stock options at the time of grant, the cost of which is rec- 
ognized over the vesting periods of the respective options. This 
change in accounting policy was applied prospectively, with no 
restatement of prior years’ comparative figures, and has 
increased expenses by approximately $3 million in 2003. 


Prior to 2003, the Company had accounted for all grants of 
options to employees and directors in accordance with the 
intrinsic value method. Under this method, no compensation 
expense was recognized if the exercise price of the stock options 
that were granted to employees and directors was set at market 
value on the date of the grant. Entities that do not apply the fair 
value based method of accounting are required to disclose for 
each period for which an income statement is provided, the pro 
forma net income and basic and diluted net income per share as 
if the fair value based accounting method had been used to 
account for stock-based compensation. The granting of stock 
options to non-employees must be accounted for using the fair 
value method. 


3 INVENTORIES 


Gold and silver bullion 
Stock-pile inventory 
In-process inventories 
Materials and supplies 


2003 2002 
$ 3,589 $1,795 
1,245 773 
1,778 815 
8,320 6,136 


$14,932 Dole 
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4 ACQUISITION OF EAGC VENTURES CORP. 


On February 14, 2003, pursuant to an arrangement agreement 
dated November 1, 2002 (the “Arrangement”), the Company 
completed a business combination whereby the Company 
acquired all of the issued and outstanding common shares of 
EAGC Ventures Corp. (“EAGC”), a then TSX Venture Exchange 
listed company. As a result, the Company acquired 100% of the 
Petrex mining properties and related assets beneficially owned 
by Petrex (Proprietary) Limited (“Petrex”) in South Africa which 
EAGC had purchased on October 24, 2002. Pursuant to the 


Arrangement, the Company issued (or made available for issue) 
62,854,305 common shares in exchange for all of the outstand- 
ing common shares of EAGC, and exchanged 25,361,750 share 
purchase warrants and 1,250,000 stock options of EAGC for a 
like number of share purchase warrants and stock options of Bema. 
On October 24, 2002, EAGC, through a wholly-owned sub- 
sidiary, acquired from Petra Mining Limited (“Petmin’”), a South 
African gold mining company the shares of which are listed on 
the JSE Securities Exchange of South Africa, all of the issued and 


outstanding shares of Petmin’s wholly-owned subsidiary, Petrex, 
for aggregate consideration of $66.7 million. Petrex is a private 
South African holding company that owns all of the issued and 
outstanding shares of three active subsidiaries involved in the 
mining and extraction of gold on the East Rand Basin in Gauteng 
Province, South Africa. 


In order to complete the $66.7 million acquisition of Petrex, 
EAGC arranged a $35 million loan facility and a working capital 
facility equal to the rand equivalent of $5 million at draw down 
from a syndicate of banks led by Standard Bank London Limited 
(“SBL”). In connection with this facility, EAGC issued share pur- 
chase warrants to SBL entitling SBL to acquire 1.5 million com- 
mon shares of EAGC at a price of Cdn.$1.40 per share until 
October 24, 2007. Concurrent with the closing of the Petrex 
acquisition, EAGC closed the sale of 47,023,500 special warrants 
at a price of Cdn.$1.40 per special warrant for gross proceeds of 
approximately $42 million. Each special warrant was exercisable 
into one common share of EAGC and one-half share of a share 
purchase warrant. Each whole warrant entitled the holder to 
acquire one additional common share of EAGC at a price of 
Cdn.$1.90 for a period of five years. Under the terms of the 
Arrangement, Bema acquired 11.2 million of the EAGC special 
warrants at a cost of $10 million. On February 4, 2003, Bema 
arranged the private sale of its 11.2 million EAGC special war- 
rants at a price of Cdn.$2.40 per special warrant for gross pro- 
ceeds of $16.9 million. The resulting gain on disposal of $6.9 
million was credited against the purchase price of the 
Company’s acquisition of EAGC. 


The acquisition of EAGC was accounted for using the purchase 
method with the Company being identified as the acquirer. The 
results of the operations of EAGC from February 15, 2003 forward 
are included in these financial statements. The allocation of the 
total cost of the business combination to the fair value of the net 
assets acquired is summarized in the table below. The excess of 
the purchase price over such fair value was recorded as goodwill. 


Endeavour Financial Corporation (“Endeavour Financial”) acted 
as a financial advisor for the Company and EAGC on the 


Arrangement. A director of Endeavour Financial is also a director 
of both the Company and EAGC. Pursuant to an advisory agree- 
ment between the Company and Endeavour Financial, the 
Company was required to pay to Endeavour Financial a 
$100,000 milestone fee upon entering into the Arrangement. In 
addition, a success fee of 1% and 2% was payable by the 
Company and by EAGC, respectively, to Endeavour Financial 
upon closing of the Arrangement, based on the value of the 
transaction. In June 2003, the Company issued 2,031,528 com- 
mon shares to Endeavour Financial in satisfaction of the 
amounts owing to Endeavour Financial relating to the milestone 
fee and success fees (Note 9(ii)). 


Purchase price: 


5 INVESTMENTS 


Carrying 
value 
Investments carried on an equity basis: 
Victoria $ 1,249 
Other = 
Investments carried on a cost basis: 
Arizona Star 1,457 
2,706 
EAGC special warrants and deferred EAGC 
acquisition costs (Note 4) a 
$ 2,706 


Consolidated Puma Minerals Corp. 
Effective August 22, 2002, pursuant to an assignment agreement 
dated May 17, 2002, the Company assigned all of its rights to 
earn up to a 90% interest in the East Pansky platinum-palladium 
property ("East Pansky"), located in the Kola peninsula of west- 
ern Russia, to Consolidated Puma Minerals Corp. ("Puma’"), an 
affiliate of the Company. 


In consideration, the Company received 4 million common 
shares of Puma as reimbursement for $641,000 of the 


Share consideration $62,271 
Share purchase warrants and stock options 11,645 
Acquisition costs 1,543 
Gain realized on the sale of EAGC special warrants (6,935) 
68,524 
Fair value of net assets acquired: 
Cash 6,862 
Other current assets 7,822 
Unrealized fair value of derivatives 10,569 
Petrex Mines 63,073 
Purchased undeveloped mineral interests 42,504 
Other assets 1500 
132,380 
Less: 
Current liabilities 23,399 
Long-term debt 32,878 
Unrealized fair value of derivatives DIESE 
Future income tax liability 843 
Asset retirement obligations 10,362 
Other liabilities ilpalsis 
41,180 
Residual purchase price allocated to goodwill $27,344 
2003 2002 
Carrying 
Market Ownership value Market Ownership 
$ 8,038 36% $ 644 $9 337 42% 
1,086 ~ 223 
8,096 5% 1,457 3,979 5% 
$17,220 2,101 $4,539 
10,563 
$ 12,664 


Company's expenditures related to the East Pansky property. In 
addition, the assignment agreement provided for the settlement 
by Puma of $2,845,000 (Cdn.$4,433,000) of accumulated debt 
owed to Bema by the issuance to Bema of 13 million common 
shares. The Company had previously set up bad debt provisions 
of $2,815,000 against this debt in 1998 and 2000. Concurrent 
with the closing of the transaction, Puma completed an equity 
financing by issuing 6 million Puma shares for gross proceeds of 
$1.5 million (Cdn.$2.4 million). 


a 


Upon the completion of this transaction, the Company's owner- 
ship interest in Puma increased from 33% to 64%. Until August 
22, 2002, the Company had accounted for its investment in 
Puma as an equity investment which had a carrying value on an 
equity accounting basis of $nil. Since that date, the results of 
Puma have been consolidated with those of the Company. The 
above transaction has been accounted for using the purchase 
method as follows: 


Assets acquired 


Current assets Saale 
Mineral property 7a 
748 


Liabilities assumed 


Current liabilities (26) 
Outstanding minority interest in net assets (51) 
$ 671 


Consideration given 


Conversion of notes payable, net of bad 


debt provisions $ 30 
Acquisition costs 641 
$ 671 


Included in investment gains in 2002 is a gain of $1.1 million 
which represents the Company’s share of the proceeds received 
by Puma from the issuance of common shares by Puma to unre- 
lated third parties. At December 31, 2003, the market value of 
Bema’s investment in Puma was approximately $11 million 
(2002 - $2.9 million). 


Victoria Resource Corporation 


On May 2, 2002, Victoria Resource Corporation (“Victoria”) 
completed a brokered private placement consisting of 12 million 
units at a price of Cdn.$0.10 per unit for gross proceeds of 
Cdn.$1.2 million. Bema was a participant in the private place- 
ment and acquired 3.9 million units of the 12 million units sold. 
Each unit consisted of one common share and one share pur- 
chase warrant. On September 30, 2003, Bema purchased an 
additional 3.9 million shares of Victoria upon the exercise of the 
warrants acquired at a price of Cdn.$0.20 per share. 


6 PROPERTY, PLANT AND EQUIPMENT 


2003 2002 

Julietta Mine 
Plant and equipment $ 26,353 $ 24,797 
Development 60,345 58,768 
Accumulated depreciation and depletion (26,022) 3a27592) 


60,676 70,973 


Petrex Mines (Note 4) 
Plant and equipment 35,230 - 
Development 35,437 - 


Accumulated depreciation and depletion (4,664) - 
66,003 ~ 

Refugio Mine 
Plant and equipment 64,440 65,539 
Development 45,094 42,192 


Accumulated depreciation, depletion 
and write-down 


(82,657) (82,735) 
26,877 24,996 


Petrex undeveloped mineral interests 


(Note 4) 42,504 — 
Development properties 
Aldebaran 19,565 19,565 


Yarnell 10,743 10,694 
30,308 30,259 


Exploration properties 


Kupol 44,604 8,684 
Monument Bay 5,929 1,970 
Quebrada Seca 8,874 8,616 
East Pansky (Note 5) 3,284 17 7A0) 
Other 1989 1,907 
64,230 22,552 

Office furniture and equipment 804 622 
Accumulated depreciation (580) (496) 
224 126 


$290,822 $148,906 


Julietta Mine 
On September 18, 2001, the Company and its 79% owned 
Russian subsidiary, Omsukchansk Mining and Geological 
Company (“OMGC’), announced that the construction of the 
Julietta Mine had been completed. On December 1, 2001, the 
Julietta Mine commenced commercial production. During the 
eleven months ended November 30, 2001, approximately $3 
million of interest expense was capitalized to mine development 
costs. During the pre-production start-up period, approximately 
$2.1 million of gold and silver sales revenue was credited to pre- 
production operating costs in 2001. 


As with many Russian mineral properties affected by the transi- 
tory and uncertain nature of the Russian legal system, there are 
certain issues relating to the Julietta project which may adversely 
affect OMGC’s interest. OMGC has taken, and will continue to 
take, all appropriate steps to protect its interest. Based on the 
documented support of all levels of the Russian government, 
including the extension of time for the fulfilment of certain con- 
ditions of the Julietta project, management believes that it is 
unlikely that OMGC’s interest in the project will be negatively 
impacted. 


Refugio Mine 
During 2003, the Company and joint venture partner Kinross 
Gold Corporation (“Kinross”) approved the recommencement of 
gold operations at the Refugio Mine. Production is expected to 
recommence late in the fourth quarter of 2004 subject to financ- 
ing. Initial capital costs on a 100% basis for the planned expand- 
ed operations are estimated at approximately $71 million to 
repair and replace critical components of the existing infrastruc- 
ture, increase reliability, improve serviceability and provide a safe 
and efficient work environment. In addition, a new mining fleet 
will be purchased and is anticipated to be financed through a 
capital lease of approximately $30 million. During 2008, a 
56,000 metre drill program was successful in expanding reserves 
to justify a greater than 25% expansion of daily throughput 
compared to historic production levels. 


In May 2002, CMM, the Company’s 50% owned joint venture 
in Chile, received a favourable ruling, settled by binding arbitra- 


tion, on its claim against the construction contractor for damages 
relating to the original construction of the Refugio Mine. The net 
award to CMM approximated $21 million (Bema’s share - $10.5 
million). The Company’s share of the award settlement relating 
to consequential damages (lost profit) totalled $4.2 million, 
which is net of deferred arbitration costs of $833,000, was cred- 
ited to operating earnings. The remainder of the award settle- 
ment relating to repairs and maintenance totalled $4.5 million, 
which is net of deferred arbitration costs of $918,000, was cred- 
ited against the carrying value of the Refugio Mine. 


Effective June 1, 2001, the Company and Kinross agreed to cease 
mining and place the Refugio Mine on care and maintenance 
due to the low gold price and the requirement for capital to 
build the leach pads. Gold production from the mine, however, 
continued for the remainder of 2001 and into the second quarter 
of 2002 from residual leaching of the heap leach pads. 


Aldebaran property 
On October 26, 1997, Bema and Arizona Star Resource Corp. 
(“Arizona Star”) entered into an agreement with Placer Dome 
Inc. (“Placer”) allowing Placer to acquire a 51% interest in the 
Aldebaran property which hosts the Cerro Casale deposit and an 
adjacent property in northern Chile. The Aldebaran property is 
currently owned 51% by Placer, 24% by Bema and 25% by 
Arizona Star. Placer has completed a feasibility study and under 
the terms of the January 1998 Shareholders’ Agreement has the 
following remaining obligations to complete in order to retain its 
51% interest: 


* secure up to $1.3 billion of financing for mine construction, 
including $200 million of equity in the project on behalf of all 
the partners, within 12 months of metal prices reaching a level 
that allows for a minimum of 50% third party financing; 

* arrange senior project financing for at least 50% of the capital 
cost and provide a completion guarantee of up to $1.1 billion 
in respect thereof; 

¢ provide subordinated debt to the extent that the senior project 
financing is less than $1.1 billion; and 

* commence construction of the mine. 

Upon satisfying the above terms, Placer would unconditionally 

own 51% of the Aldebaran property. Discussions are continuing 

with Placer regarding what metal prices would be required for 
the project to become financeable. If the project is 50% third 
party financeable and Placer elects not to proceed, Placer would 
then have no further interest in the Aldebaran property and its 

51% interest would then revert back to Bema and to Arizona 

Star, resulting in Bema owning 49% and Arizona Star 51% of the 

Aldebaran property. 


On November 19, 2003, Compania Minera Casale, a Chilean 
contractual mining company owned indirectly by the Company, 
Arizona Star and Placer, announced its plans to update the origi- 
nal feasibility study and to initiate discussions with lenders 
regarding potential financing for the Cerro Casale gold and cop- 
per development project. The feasibility study will be updated to 
determine whether there have been technological or other 
advancements since the completion of the study that could 
improve the project economics. Upon making a positive produc- 
tion decision, Placer would be obliged to arrange up to $1.3 bil- 
lion of project financing and commence construction of the mine. 
Kupol property 
Pursuant to a framework agreement, dated December 5, 2002 
and as amended August 7, 2003, between the Company and the 
Government of Chukotka, an autonomous Okrug (region) in 
northeast Russia, the Company can acquire up to a 75% interest 
in the Kupol gold and silver project. The Company can acquire a 
75% interest on the following basis: (i) an initial 20% interest by 


paying $8 million cash (completed) and expending a minimum 
of $5 million on exploration on the Kupol property by 
December 2003 (completed); (ii) a further 10% interest by pay- 


ing $12.5 million in cash within twelve months of the initial pay- 


ment (completed); (iii) an additional 10% interest by paying $10 
million in cash within 24 months of the initial payment and 
expending an additional $5 million on exploration during year 
two of the framework agreement; and (iv) the final 35% interest 
by completing a bankable feasibility study and by paying $5.00 


per ounce for 75% of the gold identified in the proven and prob- 


able reserve categories in the feasibility study (within 90 days of 
the completion of the feasibility study). Within 12 months of 
completion of the feasibility study, Bema is required to draw 
down the required financing and commence mine construction. 
Upon commencement of mine construction, the Company must 
pay a further $5.00 per ounce of gold for 75% of the ounces 
identified in the proven and probable reserves contained in the 
feasibility study. The Company has also entered into a finder’s 
fee agreement with an arm’s length third party pursuant to 
which it will pay a finder’s fee in the aggregate amount of up to 
$1.35 million of which $350,000 has been paid by the issuance 
of 161,455 common shares of the Company in 2003. The find- 
er’s fee is payable in installments and is linked to the payments 
required by the Company under the property option agreement. 
The obligation to pay a finder’s fee survives only as long as the 
Company continues to make its property payments. 


Monument Bay property 
On March 27, 2002, the Company entered into an option agree- 
ment to acquire up to a /0% interest in the Monument Bay gold 
property, located in northeastern Manitoba, from Wolfden 
Resources Inc. (“Wolfden”). The Company can acquire its inter- 
est in two stages. The initial 51% interest could be earned by 
spending Cdn.$3 million by December 31, 2005 and making 
annual payments of Cdn.$50,000. The remaining 19% could be 
earned by spending an additional Cdn.$3 million and making 
payments totalling Cdn.$150,000. An initial payment of 
Cdn.$25,000 and 150,000 common shares of Bema was made 
upon signing of the formal option agreement. On August 14, 
2003, the Company earned its 70% interest in the Monument 
Bay property by completing all required payments and explo- 
ration expenditures. A joint venture has been formed between 
the Company and Wolfden to further explore the Monument 
Bay property of which the Company is the operator. 


East Pansky property 
Puma can earn up to a 90% interest in the East Pansky property 
(Note 5) by providing to the underlying property vendors: 


¢ 2 million shares upon closing to cover an initial $300,000 pay- 
ment (completed); 


¢ $500,000 in cash or shares of Puma (at Puma’s election) within 
30 days of completing $2 million in exploration 
expenditures on the property or May 24, 2004 (whichever is 
earlier) (completed on February 5, 2004, through the issuance 
by Puma of 740,370 of its common shares); 


$500,000 per year in cash or shares (at Puma’s election) on 


each anniversary date of the payment referred to in the preced- 


ing paragraph, until a feasibility study is completed; 
* pay upon completion of a feasibility study, in cash or shares 
(at Puma’s election), an amount equal to $3 per ounce of 


recoverable platinum group element (“PGE”) as per the feasibil- 


ity study, provided such amount shall not exceed $9 million 
and shall not be less than $3 million. Payments made under 
the preceding paragraph are to be deducted from such 
amounts; 

* pay until commencement of commercial production (“CCP”) 
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from the property, $500,000 in cash or shares (at Puma’s elec- 
tion) each year on the anniversary date of the payment referred 
to in the preceding paragraph until CCP occurs; and 

® pay within 6 months of CCP, $5 million in cash or shares (at 
Puma’s election) less the amounts paid in the preceding para- 
graph or, alternatively, at Puma’s election, pay $3 million plus 
an amount equal to a 2% net smelter royalty. 

Once the above requirements are met, Puma will have earned an 

effective 72% interest in the East Pansky property and at any 


time following CCP will have the further right, but not the obli- 
gation, to obtain an additional 18% by granting an underlying 
property vendor a 2% net smelter return royalty interest from 
the property. 

Other properties 
During 2008, the carrying value of the Divisadero property locat- 
ed in El Salvador was written off resulting in a charge of 
$720,000 to operations. 


a 


Uf OTHER ASSETS 
2003 2002 


1% net smelter return royalty $ 6,024 §$ 6,024 


Refundable value added tax 


Russia 2,396 1,743 
Chile 269 232 
Asset retirement obligation trust fund 2,046 - 
Deferred financing costs, net of amortization 1,948 3,654 
Deferred stripping costs 932 - 
Other oul 134 


$14,206 $11,787 


A 1% net smelter return royalty is payable to the Company from 
Crystallex International Corporation’s (“Crystallex”) share of gold 
production from its Lo Increible property in Venezuela (after 


300,000 ounces of gold have been produced and provided that 
the quarterly average gold price is greater than $300 per ounce). 
During 2003, Crystallex’s metallurgical testwork results indicated 
that the property’s sulphide ore deposit will be difficult to 
process using a conventional cyanide gold extraction process at 
Crystallex’s Revemin mill. Crystallex is currently in the process 
of evaluating the technical and economic viability of construct- 
ing a bio-oxidation plant at the Revemin mill, which based on 
preliminary testwork is a more suitable process for this type of 
ore. Drilling and pilot plant testing is planned to be conducted in 
2004 by Crystallex to fully evaluate the property’s viability. As a 
result of the uncertainty surrounding the property’s viability, the 
carrying value of the 1% net smelter return royalty may differ 
from that presented in the balance sheet, and such a difference 
could be material. 


8 LONG-TERM DEBT 


2003 2002 

Julietta project loan facility 
Project Loan Facility $12,500 $20,834 
IFC A loan 4,250 7,083 


IFC C loan 1,500 1,500 


18,250 29,417 


Petrex project loan facility 
Tranche A loan facility 
Tranche B long-term working capital 


27,000 m 


facility (50.7 million South African rand) 7,698 = 


34,698 a 


52,948 29,417 
(45,864) (11,167) 


$ 7,084 $18,250 


Less: current portion 


Julietta project loan facility 


In September 2000, the Company’s subsidiary OMGC entered 
into project loan agreements totalling $35 million to be used for 
the construction of the Julietta Mine located in far eastern Russia. 
The project loans consisted of a $25 million loan (“Project Loan 
Facility”) from the HVB Group and SBL (the “Underwriters”) plus 
an A loan of $8.5 million and a C loan of $1.5 million from the 
International Finance Corporation (“IFC”), a member of the 
World Bank Group. In addition, a construction cost overrun pro- 
tection convertible note facility of $5 million was made available 
of which $4 million was drawn down. The $4 million convert- 
ible note facility was fully converted into 6,917,646 common 
shares of the Company during 2002 (Note 9(v)). 


The Project Loan Facility and the IFC A loan are repayable in six 
equal semi-annual instalments over a three-year period maturing 
March 15, 2005. The current interest rate is the London Inter 
Bank Offered Rate (“LIBOR”) plus six percent per annum and 
reduces to LIBOR plus four and one half percent after economic 
completion as defined. The loans are collateralized by charges, 
contracts and rights typical of a project financing of this nature. 


The Company is required to guarantee all obligations until the 
Julietta Mine achieves economic completion by fulfilling certain 
mechanical and economic tests and a debt service reserve of six 
months principal and interest has been funded. Political risk 
insurance must also be carried on the total amount of the Project 
Loan Facility. In addition, OMGC and the Company must main- 
tain certain minimum net worth levels and restrictions on addi- 
tional indebtedness as well as compliance with other covenants 
typical of a project financing of this nature. The loans are con- 
vertible between dollar and gold borrowings at the Company’s 
option. 

The IFC C loan has an annual interest rate that is the greater of 
13% or 1.5% of OMGC’s EBITDA (net income plus deprecia- 
tion, amortization, taxes, interest expense and all other non-cash 
deductions). The IFC C loan matures six months after the final 
principal payment under the IFC A loan, however, it may be 
extended at the option of the IFC to mature on September 28, 
2007. 


As at December 31, 2003, OMGC had cash on deposit of $3.3 
million (2002 - $4.8 million) that is restricted to paying the prin- 
cipal and interest payments on the Julietta project loans. 

Petrex project loan facility 


On October 24, 2002, to complete the acquisition of Petrex, 
EAGC arranged a loan facility from a syndicate of banks led by 
SBL (Note 4). On February 14, 2003, Bema completed the acqui- 
sition of EAGC upon reaching agreement with the bank syndi- 
cate that collateral for the loan facility would be limited to the 
Petrex assets and that the Company would not guarantee the 
repayment of the loan facility. 


The loan facility consisted of two tranches, tranche A of $35 mil- 
lion used by EAGC to finance part of its purchase price of Petrex 
and tranche B equal to the rand equivalent of $5 million at draw 
down, used to provide a long-term working capital facility to 

Petrex with respect to the operation and maintenance of its mines. 


Tranche A and tranche B facilities have a term of six years each 


and may be prepaid in full or in part at any time without penal- 
ty. The tranche A facility is repayable in quarterly installments 
beginning six months after closing. As at December 31, 2003, 
three scheduled repayments have been made by the Company 
totalling $8 million on the tranche A facility leaving a remaining 
balance of $27 million. Scheduled repayments on the tranche A 
facility consist of $5.5 million in 2004 and 2005, $5 million in 
2006, $8 million in 2007 and $3 million in 2008. Interest on the 
tranche A advance is 3.5% per annum over US$ LIBOR until the 
passing of a “capacity test”, following which the interest rate will 
be reduced to 2.5% over US$ LIBOR. The tranche B facility 
bears interest at 3.25% per annum over the Johannesburg Inter 
Bank Offered Rate. 


The Company is in breach of several loan coverage ratios as at 
December 31, 2003 and is not expected to meet some of its loan 
coverage ratios in 2004 as a result of the strength of the South 
African rand. As a result, the Petrex project loan facility and the 
Petrex working capital facility have been classified as current liabil- 
ities. The loan repayment schedule has not been altered. The 
Company intends to make in 2004 the scheduled loan repayments 
totalling $5.5 million of which $1.5 million was paid on March 
31, 2004. The Company is in the process of updating the life-of- 
mine plan for the Petrex Mines, after which the Company will 
request from the project loan lenders waivers for any loan coven- 
ant breaches that may have occurred. Bema has not provided a 
guarantee of repayment with respect to the Petrex loan facility. 


7) CAPITAL STOCK 


2003 2002 2001 
Shares Amount Shares Amount Shares Amount 
(00's) (000’s) (000's) 


Balance, beginning of year 
Issued during the year 


255,997 $317,494 


184,839 $265,080 159,056 $258,191 


For cash, net of costs (i) 29,273 51,376 S007, Di orors 16,100 4598 
For cash on exercise of warrants 4,485 3,182 13,443 Ta43 - - 
For cash on exercise of directors’ and 
employees’ stock options 4,886 4,156 2,938 1,026 = = 
On acquisition of EAGC Ventures Corp. (Note 4) 62,854 62,271 = = = = 
On conversion of convertible debt: 
Endeavour Financial (ii) 2032 2,480 - - 2,749 718 
RCF facilities (iii) = = 12,702 9,000 = = 
Convertible debt interest (iii) and (v) = = 393 DoT 2,027 585 
Orocon (iv) = = 4,150 3,067 - - 
Overrun facility (v) - = 6,918 4,000 = = 
Bridge loan (vi) = = - - 3,388 738 
Other 161 350 407 248 1,019 250 


Balance, end of year 


(i) In 2003, the Company completed a private placement 
of 23 million common shares at a price of Cdn.$3.00 per share 
for gross proceeds of Cdn.$69 million and also a private place- 
ment of 2,272,727 flow-through shares, to fund the Monument 
Bay 2003 summer exploration program, for gross proceeds of 
Cdn.$5 million. 


On December 3, 2002, the Company completed a private place- 
ment of 10,000,000 units at Cdn.$1.60 per unit for gross pro- 
ceeds of Cdn.$16 million. Each unit consisted of one common 
share and one-half of a share purchase warrant with each whole 
warrant exercisable at a price of Cdn.$2.00 per share until June 
3, 2004. At December 31, 2008, approximately 4.8 million of 
these warrants remained unexercised. 


On May 31, 2002, the Company completed a private placement 
of 16,666,667 units at Cdn.$1.50 per unit for gross proceeds of 
Cdn.$25 million. Each unit consisted of one common share and 
one-half of a share purchase warrant with each whole warrant 
exercisable at a price of Cdn.$2.00 per share until May 31, 2003. 
Approximately 111,000 of these warrants were exercised in 2002 
with the remaining 8.2 million warrants expiring unexercised in 
2003. 


In February 2002, the Company closed a brokered private place- 
ment in which the Company issued a total of 2,301,282 flow- 
through shares for gross proceeds of Cdn.$1.5 million. In addi- 
tion, on August 2, 2002, the Company issued 1,238,950 com- 
mon shares for gross proceeds of Cdn.$2.85 million in connec- 
tion with a brokered private placement of flow-through shares. 
These proceeds were used for exploration at the Company’s 


355,688 $441,309 


255,997 $317,494 184,839 $265,080 


Monument Bay gold property. 


In December 2001, the Company completed a private placement 
of 16,100,000 units at Cdn.$0.50 per unit for gross proceeds of 
Cdn.$8.05 million. Each unit consisted of one common share 
and one-half of a share purchase warrant with each whole war- 
rant exercisable at a price of Cdn.$0.70 per share to December 
21, 2002 and at Cdn.$0.90 per share thereafter to December 21, 
2003. Approximately 6.6 million of these warrants were exer- 
cised in 2002 and the remainder in 2003. 


(ii) In June 2003, the Company issued 1,948,938 and 
82,590 common shares to Endeavour Financial upon the exer- 
cise of convertible notes, at a conversion price of Cdn.$1.90 per 
share, for advisory success fees and advisory milestone fees, 
respectively. These fees were payable in connection with the 
Arrangement between the Company and EAGC (Note 4). 


On February 9, 2001, the Company issued 2,748,644 common 
shares to Endeavour Financial in satisfaction of an amount 
owing to Endeavour Financial relating to a financial advisory fee 
equal to 2% of the $35 million of project loan facilities for the 
construction of the Julietta Mine in the amount of $700,000 
together with interest thereon. 


(iii) Pursuant to a convertible loan agreement dated July 
13, 2000, the Company issued 6,189,472 common shares to 
Resource Capital Fund L.P. (“RCF”) in 2002 at a conversion price 
of Cdn.$0.95 per share upon full conversion of a $4 million prin- 
cipal amount convertible loan facility. In 2001, the Company 
issued 1,259,607 common shares to RCF in payment of interest 
on the facility. 
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Pursuant to a convertible loan agreement dated August 12, 1999, 
the Company issued 6,512,850 common shares to RCF in 2002 
at a conversion price of Cdn.$1.07 per share upon full conver- 
sion of a $5 million principal amount convertible loan facility. In 
2001, the Company issued 1,267,742 common shares to RCF in 
payment of interest on the facility. 


(iv) Pursuant to an agreement dated July 1, 2000, the 
Company issued a Cdn.$4.8 million convertible promissory note 
to Orocon Inc. (“Orocon”), the construction contractor of the 
Julietta Mine, to satisfy certain performance related obligations. 
On May 2, 2002, the Company issued 4,149,813 common 
shares to Orocon upon full conversion of the note. 


(v) During 2002, the Company issued 6,917,646 common 
shares to SBL at a conversion price of Cdn.$0.85 per share pur- 
suant to the conversion of a $4 million principal amount con- 
vertible loan facility which was previously drawn down in 2001 
for construction cost overrun protection at the Julietta project. In 
May and June 2002, the Company also issued 392,754 common 
shares to SBL in payment of interest totalling $227,000 on the 
overrun facility. 


(vi) In June 2000, the Company negotiated a $3 million 
principal amount bridge loan facility with Endeavour Capital 
Corporation (“Endeavour Capital”) as to $2 million of the facility 
and with RCF as to $1 million of the facility. A director of 
Endeavour Capital is also a director of the Company. In 2001, 
the Company issued 2,258,808 shares to Endeavour Capital and 
1,129,404 shares to RCF in payment of the remaining $750,000 
principal amount of the facility and for the settlement of exten- 
sion fees of $96,997. 


Share purchase warrants outstanding at December 31, 2003 
totalled 30,165,779, exercisable at prices ranging from Cdn.$1.40 
to Cdn.$2.00 per share and expiring on dates varying from June 
3, 2004 to October 24, 2007. 


Bema has a stock option plan for its directors and employees to 
acquire common shares of Bema at a price determined by the 
fair market value of the shares at the date of grant. The options 
currently outstanding are exercisable for a period not to exceed 
five years, however, the plan allows for a maximum term of 10 
years. One-third of the options granted generally vest immedi- 
ately, another one-third vest after the first year and the remainder 
vest after the second year. At December 31, 2003, a total of 
5,660,250 common shares remain available for issuance under 
the stock option plan. 


A summary of changes to stock options outstanding is as follows: 


Weighted- 
Number of average 
outstanding exercise 
options price 


(Cdn.$) 


Outstanding at December 31, 2000 8,030,500 Stor 


Granted 2,912,000 0.31 
Exercised (55,000) Oe 
Cancelled (2,350,000) 4.68 


Outstanding at December 31, 2001 8,537,900 2.18 


Granted 3,700,000 1.04 
Exercised (2,938,000) 0.54 
Cancelled (1,347,500) 9.05 


7,952,000 1.09 
12,840,000 1.61 
(4,886,348) 1.14 


15,905,652 1.49 


Outstanding at December 31, 2002 
Granted 
Exercised 


Outstanding at December 31, 2003 


Stock options outstanding as at December 31, 2008 are as follows: 


Weighted- Weighted- 
Range of Number of Weighted- average Number of average 
exercise price outstanding average years exercise price exercisable —_ exercise price 
(in Cdn.$) options to expiry (in Cdn.$) options (in Cdn.$) 
Granted in 1999 125 1,854,000 07 1:25 1,854,000 1:25 
Granted in 2001 0.31 — 0.50 216,300 2.3 0.31 216,300 0.31 
Granted in 2002 1.04 1,873,000 3:3 1.04 1,873,000 1.04 
Granted in 2003 1.40 - 5.39 Ti 9627352 4.3 1:62 4,154,117 1.61 
15,905,652 3.8 1.49 8,097,417 1.36 
Effective January 1, 2003, the Company has early adopted CICA 2002 
3870 “Stock-based Compensation and Other Stock-based Loss per year 
Payments” which requires fair value accounting for all stock As reported $3,257) 
options issued during the year (Note 2). This change in account- Pro forma (8,972) 
ing policy was applied prospectively, with no restatement of 
prior years’ comparative figures, and has increased expenses by Basic and diluted loss per share 
approximately $3 million in 2003. As reported $(0.02) 
Pro forma (0.02) 


Prior to 2003, the Company had accounted for all grants of 
options to employees and directors in accordance with the 
intrinsic value method. Under this method, no compensation 
expense was recognized if the exercise price of the stock options 
that were granted to employees and directors was set at market 
value on the date of the grant. The following table presents the 
pro forma loss and basic and diluted loss per share amounts had 
the Company charged to operations the fair value of stock-based 
compensation granted to employees and directors in 2002. 


The fair value of the options granted in 2003 was estimated at 
Cdn.$0.60 per option (2002 — Cdn.$0.39 per option) at the grant 
date. The fair value of the options granted has been calculated 
using the Black-Scholes option-pricing model, based on the fol- 
lowing assumptions: 

- Risk free interest rate of 8% to 4% per annum 

- Expected life of 3 years 

- Expected volatility of 50% 

- Dividend yield rate of nil 


Option pricing models require the input of highly subjective 
assumptions regarding the expected volatility. Changes in 
assumptions can materially affect the fair value estimate, and 


therefore, the existing models do not necessarily provide a reli- 
able measure of the fair value of the Company's stock options at 
date of grant. 


10 GOLD, SILVER AND INTEREST RATE COMMITMENTS 


The Company was required by the lenders of the Julietta and 
Petrex project loan facilities to enter into the following gold 


hedge contracts over the loan life period in order to cover the 
value of the mine’s future operating and debt service costs. 


Forward contracts (ounces) 
Average price per ounce 


Dollar denominated - put options purchased (ounces) 
Average price per ounce 


Rand (“ZAR”) denominated - put options purchased (ounces) 
Average price per ounce 


Call options sold (ounces) 
Average price per ounce 


Contingent forwards sold (maximum) 
$320 strike price (ounces) 
$350 strike price (ounces) 


2004 2005 2006 2007-2012 
61,050 60,175 - - 
$ 316 $ 329 $ = $ = 
32,086 26,364 23,790 59,988 
$ 289 $ 290 $ 290 $ 290 
146,244 136,806 1Q5,316 225,888 
JAIN 33,00) EINE OO) JAN evil) JENN as 
12,500 - - _ 
$ 484 <e ee he 
20,000 10,000 = ~ 
33,000 34,500 36,000 168,000 


With respect to the contingent gold forward contracts (“CFC”) 
included in the table above, the Company has $320 CFC that are 
dependent on the quarterly average gold price commencing from 
April 1, 2003 to June 30, 2005. If the average spot gold price is 
above $370 per ounce during the quarter, then the Company is 
obliged to deliver 5,000 ounces at a price of $320 per ounce. If 
the average gold price is less than $320 per ounce for the quarter, 
then no ounces are deliverable. If the average gold price for the 
quarter falls between $320 and $370 per ounce, then the amount 
of ounces to be delivered is prorated. For example, at a gold 
price of $345 per ounce, 2,500 ounces would have to be deliv- 
ered at a price of $320 per ounce. The Company also has $350 
CFC that are exercisable each month-end evenly throughout the 
year based on the spot price. The number of ounces deliverable 
for the month is prorated based on a gold price between $350 
and $400. 


The rand denominated put options, as shown in the table above, 
provide the Company with some protection against a strength- 
ening South African rand without limiting the Company’s lever- 
age to a rising gold price or a declining rand. For example, at a 
conversion rate of 6.75 rand to one U.S. dollar, the Company 
will receive $452 per ounce of gold on its rand denominated put 
options in 2004. 


The Company has a floating gold lease rate on 79,500 ounces of 


the gold forward contracts, included in the table above, assigned 
to the Julietta Mine. The average forward price reported has 
been calculated based on an assumed future annual lease rate of 
1.5%. The Company has the option to choose the length of each 
lease rate period on the renewal date and any variance from an 
annual rate of 1.5% will alter the final price received for the for- 
ward contract. 


The Company has a floating gold lease rate on 178,500 ounces 
relating to the contingent forward contracts, included in the table 
above, assigned to the Petrex Mine. The Company has the 
option to choose the length of each lease rate period on the 
renewal date and any variance from an annual rate of 1.25% will 
be reflected as a realized gain or loss based on the maturity date 
of the underlying contingent forward contract. 


The Company is required by the Julietta Loan Agreement to 
enter into interest rate protection agreements. As of December 
31, 2000, the Company had fixed $6.5 million at a LIBOR of 
6.95% and entered into an interest rate collar for a like amount. 
The interest rate collar sets a minimum annual LIBOR of 6.25% 
and a maximum rate of 7.5%. These agreements are effective 
April 1, 2001 to September 30, 2004 and decrease by approxi- 
mately $1.1 million semi-annually commencing March 2002. 
The remaining amount of the interest rate protection agreements 
as at December 31, 2003 was $4.2 million. 
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11. FAIR VALUE OF FINANCIAL INSTRUMENTS 


At December 31, 2003, marketable securities of $3.6 million 
(2002 - $3.3 million) had a quoted market value of $12.1 million 
(2002 - $4.4 million). During 2003 and 2002, the Company 
recorded investment gains of $45,000 and $902,000, respectively, 
resulting from the reversal of write-downs in prior years of the 
carrying value of its marketable securities. In 2001, the Company 
realized a gain of $1.3 million from the sale of marketable securi- 
ties, offsetting a loss of $747,000 incurred on the write-down of 


marketable securities. 


With the adoption of AcG 13 (Note 2), the Company’s gold for- 
ward and option contracts, and interest rate protection contracts 
are being carried at fair value effective January 1, 2003. At 
December 31, 2003 and 2002, the fair values of these contracts 
are as noted below. The fair values of the Company’s other 
financial instruments approximate carrying values due to the 
short-term or floating rate nature of these instruments. 


Option contracts 


2003 2002 
Carrying Estimated Carrying Estimated 
amount — fair value amount fair value 


(accounted for in the balance sheet as unrealized fair value of derivative 


assets) 


Gold forward and option contracts 


(accounted for in the balance sheet as unrealized fair value of derivative 


liabilities) 


Interest rate protection contracts 


(accounted for in the balance sheet as unrealized fair value of derivative 


liabilities) 


$ 20,792 $20,792 $i) 
(48,272) (48,272) ut (7,682) 
(110) (110) < (427) 


For gold forward and option contracts, fair value was calculated 
using spot and forward prices and volatilities. For interest rate 
protection contracts, fair value was determined using market 
interest rates. 


Financial instruments which subject the Company to market risk 
and credit risk consist primarily of gold forward and option con- 
tracts and cash and cash equivalents. The Company's exposure 


12 RELATED PARTY TRANSACTIONS 


One of the directors of the Company is also a director of 
Endeavour Capital and is otherwise related to Endeavour 
Financial, the latter having provided financial consulting services 
to the Company in 2003, 2002 and 2001 and the former having 
provided financing to the Company during 2000. Fees and inter- 
est charged on these transactions, which are more fully 
described in Notes 4, 9(ii) and 9(vi), aggregate $2,480,000 in 
2003 and $976,000 in 2001. In addition, during 2008, one other 
director of the Company commenced employment with 
Endeavour Financial. In 2003, the Company was billed by 
Endeavour Financial for financial consulting services totalling 
$133,000 (2002 - $237,000; 2001 - $60,000). At December 31, 
2003, the Company had an accounts payable balance of $nil 
(2002 - $110,000) due to these entities. 


In addition to transactions disclosed elsewhere in these financial 


to credit risk in the event of non-performance by counterparties 
in connection with its gold forward, option and interest rate con- 
tracts is limited to the unrealized gains on outstanding contracts 
based on current market prices. The Company believes it mini- 
mizes its credit risk by monitoring the financial condition of its 
counterparties and dealing with large, credit worthy institutions. 


statements, the Company: 

¢ provided management services, and evaluation and assess- 
ment work on resource properties to associated companies 
managed by Bema totalling $57,000 in 2003 (2002 - $70,000; 
2001 - $45,000). 

¢ was billed in 2003 by entities related to directors of Bema for 
legal and consulting services totalling $183,000 (2002 - 
$208,000; 2001 - $114,000). As at December 31, 2008, the 
Company had an accounts payable balance of $nil (2002 - 
$36,000) to these entities. 


Included in accounts receivable is an amount of $386,000 
(Cdn.$500,000) representing a non-interest bearing loan made on 
September 16, 1998 to the president and director of the 
Company that is payable on demand. 


rr 


13. INCOME TAXES 


Future income taxes reflect the net tax effects of temporary dif- 
ferences between the carrying amounts of assets and liabilities 
for financial reporting purposes and the amounts used for 


income tax purposes. The following sets forth the tax effect of 
temporary differences that give rise to significant portions of the 
deferred tax assets and deferred tax liabilities: 


Deferred tax assets 
Operating loss carry-forwards 
Current assets and liabilities 
Investments 
Property, plant and equipment 
Derivative assets 


Asset retirement obligations 
Other 


Gross deferred tax assets 


Valuation allowance 
Canada 
Chile 
Russia 
South Africa 
United States 


Net deferred tax assets 


2003 2002 


$ 38,982 $29,674 


155 266 
3,017 2,189 
1,586 1,441 

13,219 2 
5,994 682 
3,069 816 


66,022 35,068 


(15,196) (7,989 
(13,355) (11,475 
mg Seal gg 
(4,167) 2 
(5,420) (6,026) 


(38,138) (26,667 
27,884 8,401 


Deferred tax liabilities 
Property, plant and equipment 
Derivative liabilities 
Other 


Net deferred tax liability 


Non-capital loss carry-forwards for Canadian tax purposes of 
$27,360,000 expire in the following years unless utilized: 2004 - 
$739,000, 2005 - $2,160,000, 2006 - $3,476,000, 2007 - 
$1,544,000, 2008 - $3,294,000, 2009 - $4,677,000 and 2010 - 
$11,470,000. The Company’s portion of accumulated tax loss 


14 JOINT VENTURES 


The Company has included in its accounts the following aggre- 
gate amounts in respect of Compania Minera Maricunga (50%) 
and Compania Minera Casale (24%) which are joint ventures. 


Balance Sheets 
Current assets 
Property, plant and equipment 
Current liabilities 
Other liabilities 
Asset retirement obligations 


Statements of Operations 
Gross profit from mine operations 
Write-down of refundable Chilean tax 
Arbitration settlement 
Net earnings (loss) for the year 


Statements of Cash Flows 
Operating activities 
Financing activities 
Investing activities 


(19,074) (7,548) 


(7,901) # 
(3,007) (853) 
(29,982) (8,401) 
$2,098) ee 


carry-forwards in South Africa and Chile total approximately $16 
million and $97 million, respectively, and have no expiry date. 
For U.S. income tax purposes, loss carry-forwards of $16.7 mil- 
lion commence to expire in 2004 to 2023 unless utilized. 


2003 2002 


$2,068 $5,493 
30,557 28,621 


538 1,015 
106 86 
3,019 2,875 

2003 2002 2001 

$ — $1,500 $4,448 

= : (490) 
4,169 


(973) 3,117 6,423) 


75 5,028 5,813 
~ (6,902) (8,533) 
(3,037) 5,066 (594) 


Dd 
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15 SUPPLEMENTARY CASH FLOW INFORMATION 


2003 2002 2004 

Changes in non-cash working capital 
Accounts receivable $(3,632) $ (904) $2,812 
Inventories (774) (3,046) 1,136 
Accounts payable 6,035 1190 (1,560) 


$ 1,629 $(2,760) $2,388 
EE 


2003 2002 20014 
Non-cash investing and financing activities 
Common shares issued for shares of EAGC (Note 4) $62,271 $ = $ = 
Fair value of EAGC share purchase warrants and stock options exchanged (Note 4) 11,645 - ~ 
Convertible notes issued to Endeavour Financial for EAGC 
acquisition and Julietta financing and settlement thereof (Note 9) 2,480 - 718 
Non-cash consideration received on disposal of El Callao investment and debt ~ - 8,909 
Common shares issued on conversion of bridge loan facility (Note 9) - — 738 
Convertible note issued to Orocon for Julietta mine construction and settlement 
thereof (Note 9) - 3,067 3,036 
Common shares issued on conversion of RCF loan facilities (Note 9) - 9,000 - 
Common shares issued on conversion of Julietta overrun facility (Note 9) ~ 4,000 - 
Common shares issued for other non-cash consideration 350 376 824 
Subsidiary’s common shares issued for non-cash consideration - 421 - 
Julietta Mine construction payables - 2,435 1,038 
Accrued interest capitalized to notes receivable from associates 53 100 244 
Current income taxes paid 2,079 561 - 
Interest paid 4,599 4,810 3,393 


16 SEGMENTED INFORMATION 


The Company has two reportable segments: Gold mining opera- | was placed on care and maintenance effective June 1, 2001. The 
tions and Exploration and development. Gold mining operations | Exploration and development segment consists of the 


consist of the Julietta Mine in Russia which commenced com- Company’s non-producing properties located in Canada, Chile, 
mercial production on December 1, 2001, the South African Russia, South Africa and the United States. The tables below 
Petrex Mines, acquired on February 14, 2008, and the present information about reported segments for the years ended 
Company’s 50% interest in the Chilean Refugio Mine which December 31: 
Net income (loss) Assets 
2003 2002 2001 2003 2002 

Gold mining operations 

Julietta BBE) $(2,104) $ (428) $ 90,647 $ 91,360 

Petrex (17,733) - ~ 103,928 - 

Refugio (973) 3,118 (6,824) 28,952 29,998 
Exploration and development (1,060) (284) (794) 139,063 donle2 
Unallocated corporate 

Cash - - - 17,656 6,770 

Marketable securities = = - 3,567 SD) 

Notes receivable and investments (139) i ste. (79) 8,730 18,688 

General and administrative CA25) (3,821) (2,844) - = 

Fair value of derivatives = = = 20,792 - 

Realized derivative gains 2,362 a = = ee 

Unrealized derivative losses (7,481) - - - - 

Stock-based compensation (3,147) - - - - 

Other 4,381 (1,699) (249) 6,371 766 


$(30,576) $(3,257) $(11,218) $419,706 $205,976 


Gold 
Julietta 
Petrex 
Refugio 


Gold revenue 
2003 2002 2004 


$39,448 $33,376 $ 956 
47,369 = x 
= 2,910 20,253 


$86,817 $36,286 $21,209 


rr 


Capital expenditures 


2003 2002 2004 
Gold 
Julietta > 3,813 $ 4,954 $20,064 
Petrex U8) = = 
Refugio 2,981 446 114 
Exploration and development 42,013 10,791 1,044 
Unallocated corporate 182 38 38 
$56,582 $16,229 Wale oy 
The Company’s capital assets are located in the following geographical locations: 
2003 2002 


Capital assets at end of year 
Canada 
Chile 
Russia 
South Africa 
United States 


$ 5,783 De eeu 


57,225 55,084 
108,564 81,427 
108,507 a 

10,743 10,694 
$290,822 $148,906 


17 DIFFERENCES BETWEEN CANADIAN AND U.S. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 


The consolidated financial statements of the Company have 
been prepared in accordance with Canadian generally 

accepted accounting principles ("Canadian GAAP") which differ 
in certain material respects from accounting principles generally 


accepted in the United States ("U.S. GAAP"). Material differences 
between Canadian and U.S. GAAP and their effect on the 


Company's consolidated financial statements are summarized in 
the tables below. 


Consolidated Balance Sheets 
Shareholders’ equity 
Canadian GAAP 
Change in reporting currency (i) 
Detachable warrants (ii) 
Start up costs not capitalized (iii) 
Depreciation and depletion (i)(iii)(iv) 
Investment losses (v) (vii) 
Write-down of Refugio Mine (vi) , 
Write-down of net smelter royalty (vi) 
Write-down of Petrex Mines (vi) 
Exploration expenditures (vii) 
Amortization of undeveloped mineral interests (vii) 
Derivative instruments (x) 
Long-term investments (v) 
Marketable securities (v) 
Change in accounting policy (xi) 


U.S. GAAP 


2003 2002 
$273,311 $165,258 
2,719 2,719 
191 302 
(498) (498 
(17,639) (10,378 
(836) (601 
(14,737) (14,737 
(4,355) (4,355 
(51,635) a 
(50,959) (21,781 
(10,626) = 
(3,965) (7,710) 
6,639 6,558 
8,541 “ 

a (321) 
$136,151 $114,556 


SS 


6) 


54 


Consolidated Statements of Operations 

Net loss for year 
Canadian GAAP 
Convertible debentures (ii) 
Start up costs not capitalized (iii) 
Depreciation and depletion (i)(iii)(iv) 
Investment losses (v) 
Write-down of Petrex Mines (vi) 
Exploration expenditures (vii) 
Amortization of undeveloped mineral interests (vii) 
Equity in losses of associated companies (vii) 
Derivative instruments (x) 
Dilution loss (gain) (v) 
Change in accounting policy (xi) 
Other 


Net loss under U.S. GAAP before comprehensive income adjustments 


Available-for-sale securities (v) 

Derivative instruments (x) 
Cumulative adjustment to opening balance 
Realized in the year 


Comprehensive loss 


Net loss per common share - U.S. GAAP - basic and diluted 


In accordance with U.S. GAAP, certain expenses excluded 
from the determination of operating earnings (loss) for 
Canadian GAAP purposes would be included for U.S. GAAP 


2003 2002 20014 


$ (30,576)  $ (3,257) —‘$(11,218) 
: (288) (619) 

2 z (498) 
(7,261) (4,945) (782) 

= ¥ (462) 
(51,635) = 2 
(29,178) (11,742) (888) 
(10,626) : = 
(335) 400 (439) 
4,094 (10,173) 2,113 
24 (1,051) . 

321 133 (121) 
(110) (154) (247) 
(125,282) (31,077) (13,161) 
8,627 7,209 (160) 

: 2 2,454 

(349) (98) (2,006) 
$(117,004) $(23,966) —-$(12,873) 
$ (0.39) $ (014) $ (0.08) 


purposes. Operating loss under U.S. GAAP would be $109.5 
million in 2003 (2002 - $11.6 million; 2001 - $9.2 million). 


Consolidated Balance Sheets 


Derivative instruments (x) 

Other assets (ii)(vi) 

Property, plant and equipment (i)(ii) (iii) (iv) (vi) (vii) 
Deferred losses (x) 

Asset retirement obligations (xi) 


2003 2002 
Canadian ULES: Canadian (ULS: 
GAAP GAAP GAAP GAAP 


$(27,590) $(27,590) $ (399) $ (8,109) 


14,206 10,042 11,787 7,733 
290,822 150,321 148,906 104,910 
3,965 = i = 
15,380 15,380 3,676 1,802 


(i) Change in reporting currency 
U.S. GAAP requires that when a change in reporting currency 
has been made, the financial statements of periods prior to the 
change are to be comprehensively recast as if the new currency 
had always been used. Under Canadian GAAP, comparative fig- 
ures are presented using a translation of convenience. 
Differences in values assigned to property, plant and equipment 
as a result of the currency change continue to be amortized in 
the statement of operations under U.S. GAAP. 


(ii) Convertible debentures 
Under U.S. GAAP, convertible debt instruments are classified as 
debt until converted to equity, whereas under Canadian GAAP, 
the long-term debt and equity components are determined and 
shown separately and any interest related to the equity compo- 
nent is charged directly to deficit. 


Detachable warrants were issued in connection with certain debt 
instruments, including the convertible debt instruments dis- 
cussed above. A portion of the proceeds from issuance of the 
debt instruments has been allocated to the detachable warrants 
and is classified as a separate component of shareholders’ equity. 


(iii) Commencement of commercial production 
Under Canadian GAAP, start up costs including capitalized inter- 
est and amortized financing costs are deferred until a mine 


reaches a commercial level of production and amortized over the 
mine life. For Canadian GAAP purposes, the Company capital- 
ized Julietta Mine start up costs net of related revenue until 
December 1, 2001, when it reached commercial production. For 
U.S. GAAP purposes, production started on September 1, 2001 
and start up costs were not capitalized. 


(iv) Depreciation and depletion 
Under U.S. GAAP and SEC regulations, depreciation and deple- 
tion calculated on the unit-of-production basis are based on 
proven and probable reserves, whereas under Canadian GAAP, 
proven and probable reserves and mineralization expected to be 
classified as reserves may be used. 


(v) Marketable securities and investments 
Under Canadian GAAP, marketable securities are carried at the 
lower of cost and market value. Under U.S. GAAP, marketable 
securities are classified as available-for-sale securities. 


Under Canadian GAAP, investments in the shares of public com- 
panies over which the Company does not exercise significant 
influence are classified as long-term investments and are carried 
at cost unless there is an other than temporary impairment in 
value. Under U.S. GAAP, certain investments held by the 
Company are classified as available-for-sale securities. Available- 
for-sale securities are not held principally for the purpose of sell- 


ing in the near term, and are for U.S. GAAP purposes reported at 
fair value at the balance sheet date with any holding gains or 
losses not already reported on the statements of operations 
reported as a separate component of shareholders’ equity until 
realized or until an other than temporary decline in value occurs. 


Under U.S. GAAP, when the market value of the Company’s 
equity investment in Victoria declines below its carrying value, 
which is other than a temporary impairment in the value of the 
investment, the unrealized loss is recognized as a charge to 
income. 


Under Canadian GAAP, dilution gains and losses are reported in 
earnings. Under U.S. GAAP, where a subsidiary issues common 
stock in exchange for cash and that subsidiary is an exploration 
stage enterprise, any dilution gains arising on the parent compa- 
ny’s change of interest in the subsidiary are credited directly to 
paid-in capital. 

(vi) Accounting for the impairment of long-lived assets 
Under U.S. GAAP, only proven and probable reserves may be 
used in determining estimated future cash flows, whereas under 
Canadian GAAP, proven and probable reserves and mineraliza- 
tion expected to be classified as reserves may be used. 


Under U.S. GAAP, a long-lived asset which is impaired must be 
written down to its fair value. The Company uses future net 
cash flows, discounted at an appropriate interest rate, to arrive at 
an estimate of fair value. In 2003, the Company wrote down the 
carrying value of its Petrex Mines. The Company had in prior 
years written down the carrying value of its Refugio Mine and a 
long-term net smelter royalty interest to fair value under U.S. 
GAAP. Under Canadian GAAP, until March 31, 2004, a long- 
lived asset must be written down to its undiscounted cash flow 
value. Effective April 1, 2004, CICA 3063 harmonizes Canadian 
and U.S. GAAP by requiring that impaired assets be written 
down to fair value. 


(vii) Exploration expenditures and undeveloped mineral 
interests 
Under U.S. GAAP, exploration costs are expensed as incurred. 
The Company also includes in equity in losses of associated 
companies, its share of exploration costs deferred by its equity 
investees. When proven and probable reserves are determined 
for a property, subsequent development expenditures incurred 
on the property are capitalized. Under Canadian GAAP, explo- 
ration and associated costs relating to non-specific projects/ 
properties are expensed in the period incurred. Exploration costs 
relating to specific properties for which economically recoverable 
reserves are believed to exist may be deferred until the project to 
which they relate is sold, abandoned, placed into production or 
becomes impaired. 


Under Canadian GAAP, exploration expenditures of $29.2 mil- 
lion in 2008 (2002 - $11.7 million; 2001 - $888,000) are classified 
as investing activities on the Consolidated Statements of Cash 
Flows whereas under U.S. GAAP these expenditures would have 
been classified as operating activities. 


Under Canadian GAAP, undeveloped mineral interests acquired 
on acquisition of subsidiaries are initially recorded at fair value 
and assessed annually for impairment. When proven and proba- 
ble reserves and mineralization expected to be classified as 
reserves are identified, the carrying value of such interests is 
amortized to operations on a unit-of-production basis over the 
life of those reserves. Under U.S. GAAP, the carrying value of 
undeveloped mineral interests is amortized to operations over 
the estimated exploration period required to identify proven and 
probable reserves. 


Under Canadian GAAP, property acquisition costs, including 


property option payments relating to specific properties for 
which economically recoverable reserves are believed to exist, 
may be deferred until the property to which they relate is sold, 
abandoned, placed into production or becomes impaired. Under 
U.S. GAAP, property acquisition costs are expensed until the 
results of preliminary exploration activities are analyzed. If such 
results indicate that a specific property contains sufficient miner- 
alization to indicate a potential for economically recoverable 
reserves, then future property acquisition costs, including prop- 
erty option payments, are deferred until the property to which 
they relate is sold, abandoned, placed into production or 
becomes impaired. 


(viii) Stock-based compensation 
Effective January 1, 2003, the Company early adopted CICA 
3870 “Stock-based Compensation and Other Stock-based 
Payments” which requires an expense to be recognized in the 
financial statements for all forms of employee stock-based com- 
pensation including stock options, effective for periods begin- 
ning on or after January 1, 2004. In 2008, stock-based compensa- 
tion expense in the amount of $3.1 million was charged to the 
statement of operations under both Canadian and U.S. GAAP. 


Under U.S. GAAP, and effective January 1, 2003, the Company 
has elected to adopt fair value accounting for all stock options 
issued to directors and employees during the year. This is consis- 
tent with the accounting treatment adopted under Canadian 
GAAP (see Note 9). The following table presents the pro forma 
loss and basic and diluted loss per share amounts had the 
Company charged to operations the fair value of stock-based 
compensation granted to employees and directors in 2002 and 
2001. 
2002 2001 

Net loss for the year in accordance 

with U.S. GAAP 
Compensatory fair value of options 

granted (834) (119) 


Pro forma loss in accordance with 
U.S. GAAP 


Pro forma loss per share in accordance 


$(31,077) $(13,161) 


$(31,911) $(13,280) 


with U.S. GAAP - basic and diluted $ (0.14) $ (0.08) 


The pro forma stock compensation expense has been deter- 
mined by reference to a Black-Scholes option-pricing model that 
takes into account the stock price as of the grant date, the exer- 
cise price, the expected life of the option, the estimated volatility 
of the underlying stock, expected dividends and the risk free 
interest rate over the term of the option. Compensation expense 
is amortized over the vesting period of the options. 


The calculations applied have assumed that the weighted aver- 
age expected life of the options is 3 years for 2002 and 4 years 
for 2001, no dividends will be paid, expected volatility as calcu- 
lated is 50% for 2002 and 72% for 2001, and a risk free interest 
rate ranging from 4% to 6%. 


(ix) Income tax information 
Temporary differences giving rise to significant portions of 
deferred tax assets and deferred tax liabilities as calculated under 
Canadian GAAP are presented in Note 13. Under U.S. GAAP, 
gross deferred tax assets would total $110.4 million, $44.4 mil- 
lion higher than under Canadian GAAP of which $42.7 million 
relates to property, plant and equipment and $1.7 million relates 
to other assets. Gross deferred tax liabilities related to available- 
for-sale securities would be $5.4 million higher than under 
Canadian GAAP. Net deferred tax assets, however, would remain 
unchanged as the increase in gross deferred tax assets would be 
offset by an equivalent increase in the valuation allowance. 


1) 
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Net loss before income taxes for each of the years presented by 
geographic segment is as follows: 


2003 2002 2004 
Canada $ (11,105) $ (6,468) $ (3,243) 
Chile (1,432) 2,886 (7,140) 
Russia (35,478) (27,419) (2,718) 
South Africa (77, L387) = 


United States (130) (76) (60) 


$(125,282) $(31,077) $(13,161) 


(x) Derivatives and hedging activities 
For U.S. GAAP purposes, the Company adopted Statement of 
Financial Accounting Standards No. 133 “Accounting for 
Derivative Investment and Hedging Activities” effective January 
1, 2001 (“SEAS 133”). SFAS 133 requires that all derivatives be 
recorded on the balance sheet as either assets or liabilities at their 
fair value. Changes in the fair value of derivatives are recognized 
in the earnings of the current period unless specific hedge 
accounting criteria are met. 


The Company has applied early prospective adoption of AcG 13 
effective January 1, 2003 and redesignated all derivative contracts 
as trading activities, with changes in the fair market value of the 
contracts after January 1, 2003 being recorded as unrealized 
gains and losses in the statement of operations. Transition 
deferred charges arising on adoption of AcG 13 under Canadian 
GAAP are reversed under U.S. GAAP. 


(xi) Asset Retirement Obligations 
In June 2001, the Financial Accounting Standards Board (“FASB”) 
issued SFAS No. 143, “Accounting for Asset Retirement 
Obligations”. This statement, effective for financial statements 
issued for fiscal years beginning after June 15, 2002, is substan- 
tially consistent with the CICA Handbook Section 3110, “Asset 
Retirement Obligations”, which is effective for fiscal years begin- 
ning on or after January 1, 2004. The Company adopted CICA 
3110 for Canadian GAAP purposes and SFAS 143 for U.S. GAAP 
purposes effective January 1, 2003. Adoption of the standard 
under U.S. GAAP did not affect the loss per share as presented. 


(xii) Other 
U.S. GAAP requires investments in incorporated joint ventures 
to be accounted for using the equity method, while under 
Canadian GAAP, the accounts of incorporated joint ventures are 


proportionately consolidated. However, under rules promulgated 
by the SEC, a foreign registrant may, subject to the provision of 
additional information, continue to follow proportionate consoli- 
dation for purposes of registration and other filings notwith- 
standing the departure from U.S. GAAP. Consequently, the con- 
solidated balance sheets have not been adjusted to restate the 
accounting for joint ventures under U.S. GAAP. Additional infor- 
mation concerning the Company’s interests in joint ventures is 
presented in Note 14. 


(xiii) New accounting standards 

Impairment of Long-Lived Assets 
The Accounting Standards Board has issued CICA 3063, 
“Impairment of Long-Lived Assets”. This statement establishes 
standards for the recognition, measurement and disclosure of the 
impairment of non-monetary long-lived assets, including proper- 
ty, plant and equipment, intangible assets with finite useful lives, 
deferred pre-operating costs and long-term prepaid assets. The 
Company does not expect that the implementation of this new 
standard will have a material impact on its consolidated financial 
position or results of operations. 


Variable Interest Entities 
In December 2003, the FASB issued Interpretation No. 46R 
“Consolidation of Variable Interest Entities” (“VIE’s”) (“FIN 46R”) 
which requires that companies that control another entity 
through interests other than voting interest should consolidate 
the controlled entity. FIN 46R replaced the guidance previously 
issued in January 2003 under FIN 46. In the absence of clear con- 
trol through a voting equity interest, a company’s exposure (vari- 
able interests) to the economic risk and the potential rewards 
from a VIE’s assets and activities are the best evidence of a con- 
trolling financial interest. VIE’s created after January 31, 2003 
must be consolidated immediately by the primary beneficiary. 
Certain VIE’s existing prior to February 1, 2003 must be consoli- 
dated by the Company at the end of the first interim or annual 
reporting period ending after December 15, 2003. FIN 46R 
allows for scope exceptions for certain entities which would pre- 
viously have been captured by FIN 46. FIN 46R is similar to 
CICA Accounting Guideline AcG 15, “Consolidation of Variable 
Interest Entities”. AcG 15 is effective under Canadian GAAP for 
annual and interim periods beginning on or after November 1, 
2004. The Company is currently evaluating the impact on its 
reported results from the adoption of FIN 46R and AcG 15. 


18 SUBSEQUENT EVENTS 


(i) $70 million Convertible Notes 
On February 25, 2004, the Company completed an offering of 
$70 million senior unsecured convertible notes maturing 
February 26, 2011 (the “Convertible Notes”). The Convertible 
Notes bear interest at 3.25% per annum payable on February 26 
in each year with the first interest payment date due on February 
26, 2005. The Convertible Notes are convertible at the option of 
the note holder beginning on June 26, 2004 at a conversion price 
of $4.664 per share (“Conversion Price”). The Company also has 
the right to redeem all outstanding Convertible Notes beginning 
February 26, 2007, if the closing share price of Bema (for at least 
10 days within 30 consecutive trading days prior to the notice of 
redemption) is trading at a 20% premium to the Conversion 
Price. 


(ii) Julietta Mine 
On February 16, 2004, the Company announced that mining 
and milling rates at its Julietta Mine will be temporarily reduced 
due to a fire in the mine warehouse that destroyed the majority 


of the spare parts inventory. There were no injuries as a result of 
the fire and it was contained to the warehouse building. The 
mining, milling and camp facilities were not affected. The 
Company has commenced restocking the spare parts inventory 
and expects the majority of the inventory to arrive on site by 
early March and to ramp back up to full production shortly 
thereafter. In the meantime, the mine will operate at lower ton- 
nage rates and be supplemented by ore from lower grade stock- 
piles to maintain mill throughput. 


According to preliminary estimates the losses could approximate 
$3 million. The Company has insurance for such events and 
expects to recover losses in excess of a $1 million deductible. As 
the fire does not relate to conditions existing at December 31, 
2003, the Company has not recorded the effects of this fire in 
these financial statements in accordance with CICA 3820 
“Subsequent Events”. 


BEMA CORPORATE GOVERNANCE 


In 2003, Bema implemented several 
changes to its corporate governance 
policy. The Company appointed two 
new independent Directors and 
accepted the resignation of one non- 
independent member of the Board. 
These changes to the Board of 
Directors resulted in the majority of 
Bema’s Board members being unre- 
lated and independent of manage- 

~ ment. Mr. Robert Gayton, a “qualified 
financial expert”, was appointed to 
Bema’s Board and to chair the Audit 
Committee which is now fully com- 
prised of independent Directors. 
Bema also created a Corporate 
Governance and Nominating 
Committee. The Committee, chaired 
by Mr. Tom Allen, has a majority of 
non-related Directors and is in the 
process of completing a disclosure 
control and procedure policy. Bema 
has eliminated its three year revolving 
term for Directors. Henceforth all 
Directors will be voted upon annually 
and will be reviewed by the 
Committee. Bema will continue to 
review and update its corporate gov- 
ernance policies. 


AMEX CORPORATE 


The Company's common shares are 
listed on The American Stock 
Exchange ("AMEX"). Section 110 of 
the AMEX company guide permits 
AMEX to consider the laws, customs 
and practices of foreign issuers in 
relaxing certain AMEX listing criteria, 
and to grant exemptions from AMEX 
listing criteria based on these consid- 
erations. A description of the signifi- 
cant ways in which the Company's 
governance practices differ from 
those followed by U.S. domestic com- 
panies pursuant to AMEX standards is 
contained on the Company's website 
at www.bema.com. 


Cautionary note 

This report includes forward looking 
statements, such as estimates and 
statements that describe Bema 
Gold's future plans, objectives or 
goals, including words to the effect 
that the Company or management 
expects a stated condition or result to 
occur. Since forward-looking state- 
ments address future events and con- 
ditions, by their very nature they 
involve inherent risks and uncertain- 
ties. Actual results in each case could 
differ materially from those currently 
anticipated in such statements. 
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DIRECTORS: 


Thomas |.A. Allen, Q.C.(1(4) 
Toronto, Canada 

Senior Partner, Ogilvy Renault 
Appointed to Board - 1998 


R. Stuart Angus(2) 
Vancouver, Canada 
Managing Director, Mergers 
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Appointed to Board — 1992 


Robert Cross(2)(4) 
Vancouver, Canada 
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Explorations 

Appointed to Board — 2003 


Robert J. Gayton(1)(4) 
Vancouver, Canada 

Vice President Finance, 
Western Silver Corporation 
Appointed to Board — 2003 


Erwin J. Haas 
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AG 

Appointed to Board - 1988 


Clive T. Johnson)4) 
Vancouver, Canada 

Chairman, President and CEO 
Bema Gold Corporation 
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Jerry Korpan 

London, England 

Executive Director, Emergis 
Capital 

Appointed to Board — 2002 


Cole McFarland((2) 
Fallbrook, CA, USA 

former President and CEO, 
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Appointed to Board - 1998 


Eulogio Pérez-Cotapos G. 
Santiago, Chile 

Senior Partner, Cariola Diez 
Pérez-Cotapos & Cia. Ltda. 
Appointed to Board — 1997 
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Barry D. Rayment 

Laguna Beach, California 
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Corporation 

Appointed to Board - 1988 


Neil Woodyer’) 

Vancouver, Canada 

Managing Director, Endeavour 
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CORPORATE OFFICE: 


3100 - 595 Burrard Street 
PO Box 49143 

Vancouver, British Columbia 
Canada V7X 1J1 

Tel: (604) 681-8371 

Fax: (604) 681-6209 
info@bemagold.com 
www.bema.com 


TRANSFER AGENT: 
Computershare Trust 
Company of Canada 

510 Burrard Street 
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Tel: 1-888-661-5566 
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Wednesday, June 23, 2004 
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